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A Banker’s Diary 
/ 
~ tl é B economy has been diss 1s lly f 
linicé t process has been performed with m 
1 tl es But at the « | of it 1 the sud T 
Phe City has fitted the pieces back into much the sa patter! 
and the City has watched the whole exercise without either undu 
Budget ( depression. It had not hoped for any 
and at the verv t ing of é 
} T t ul > I I had in Hed t] it this 1¢ Was WV lI 
r nd Tt exp! cy } he irte ne news ot the st ] area 
I t il l 1, ten days later, by onl moderat 
1 It-« ed ( ‘| ouncement of this surplus, of cour 
cated that t! erling are \ further along the road towar lolla 
solve in at any oO period since the war. It 1s sui furt forward 
for 17 e, than in that lush period a vear ago, when politicians portraved 
Britain as bounding rapidly round recovery corner—and the markets ushered 
in Gas Stock at a premium. To-day, Gas Stock seems likely to celebrate its 
first birthday at a I2 or 13 point discount—a significant commentary on the 


shocks administered to confidence in the vear which lies betweer 


This was the background on April 18 when Sir Stafford Cripps introduced 


his third Budget, shifted a minor portion of the crushing load of taxatior 
from the back of the income-tax paver to that of private and commercial 
road transport, poured more beer into the water from which a substantial 
part of the gross national product is still derived, took away some £190,000 
from two managing directors of motor manufacturing firms and glibly forecast 


that it would be necessary to take awav from the rest of the community twenty 


thousand times that amount each year and for ever. The City’s first reaction 





to this unexcit Budget to mark down brewery shares and leave most 
: ; . : . 

other pri unchanged. ther this reaction was the right one depends 

largely +} rT + +} ryital . , “He ; }.- + } — Hei + 

iagely iether or not the capital account for 1950 1s likely to be 1 uimciel 





balance after this Budget to prevent any shortfall of savings below intended 
investment from imposing a new pressure on interest rates. To this question 
the Chancellor and the Survey seem to give different answers. This proble: 


Is discussed a me length in the leading article of this issue. 





THE m latest announcement of the sterling area's gold an 

dollar balance (discussed in a subsequent article this month) was that th 
. le} : } > 11} —_— » 
Commonwealt i whole can now earn a dolar surpius 


Eyes on that quarter of the vear when American purchases of wool 
the cocoa and other primary | 
American vided boom conditions obtain in the America : 
Boom this stage of the struggle towards recovery, therefore, the eyes 
f observers in this country are turning towards the indices of 
economic activity in the United States in what must seem to some people in 
America t 1 mood of almost indecent apprehension. 
On the surface the ec barometer in America is “ set fa 
successive weeks this last month the Dow Jones index of industrial share prices 


e at their height—pro- 
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broke through the post-war and then the post-1929 high; at the moment 
of writing it still seems to be moving jerkily upwards. The building, steel, 
1utomobiles and television industries are being swept along on a flood of 


mounting : orders; although farmers’ incomes (always an important element in 
otal pur hasing power) are 10 per cent. lower than a year ago, sales of many 


semi-luxury household appliances are reaching new records. Moreover, there 
is now less reason for Americans to be frightened of their own prosperity. The 
main weight of increased demand is falling on industries which are relatively 
unimpeded by production bottlenecks and which therefore operate under 


~mreriet _ oe . . . ° a? : ’ Lad r . oe one  enecs . 
conditions of increasing returns. It 1s perhaps f01 this reason that prices, on 
-1 } 1 ° , 1 } scl } ry 
nue woodie, are not Gangerously rising. 

Beneath t! face, however, two reasons tor apprenension are still 
vide First, the President’s Council of Economic Advisers has estimated 


that industrial investment in 1950 1s likely to be some 11 per cent. less than 
nt in 1949; this is a more cheerful estimate than the drop 
forecast some months ago, but the potential threat pre- 

in investment remains. Secondly, certain “ soft goods ” 
textiles) are now having a rougher passage on both 

ign markets. This is largely a consequenc of the increased 

of foreign competition following devaluation; some dow nward adjust- 





ment of the sales of these indusiries is, in fact, inevitable if America is not to 
20 On running a perpetual export surplus financed by sit taxpayers’ subven- 


ions the lollar world. Such rents. howeve st necessarily 

tions to the non-dollar worid. such adj ustmenis, however, must necessarily 

exert some temporary pressure on « mploy ment and thus on purchasing power. 

[f the “ bullish ’’ atmosphere in American industry generally 1s sufficient to 
| 


ibsorb this pressure without resort to any slashing of the present level of the 





investment programme-——or of the projected level of fore aid (which in 
erms of national income a comes to the same thing)—then the 


American boom can ride over this obstacle without feeling more than a jolt. 
But in view of the tone of some economic commentaries which have come 


out of America in the past month, this happy overcoming of difficulties cannot 
et be taken for granted 
AMID much flourish of trumpets the Economic Co-operation Administration in 


Washington and the Or aniz: tion for European Economic Co-operation in 
Paris have this month been celebr: iting thei second birthdays. 

Marshall The events have been made the occasion for the usual laudatory 
Aid peeches, although in those on the other side of the Atlantic a 
Anniversary slight note of impatience and disappointment has been allowed 
to intrude. Mr. Paul Hoffman’s references to the “ miracle” 

of European recovery hi nditioned by an expression of his 
attered hopes about the speed with which Europe might move towards the 
zoal of economic integration. [ronically enough, the birthdays almost coin- 
cided with the announcement of the final demise of ‘‘ Finebel ’’, the monetary 
group between France, Italy and the — countries which was originally 
advertised as the spearhead through which American ideas on complete con- 
vertibility of currencies and liberalizatic on of trade within Europe were to be 
idvanced. The experience of “ Finebel’’ has proved once again that “ fine 
words butter no parsnips’’. It needs more than Latin oratory and emotion 
to create the structures and achieve the sacrifices called for by any progress 
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towards the objectives which not merely Mr. Hoffman but all right-thinking 
people have at heart. The immediate reason for the collapse of the “ Finebel ”’ 
proposal was the insistence by the Dutch that Western Germany should be 
brought within the orbit of the new group. The Dutch argued, and with 
much force, that without German membership they would inevitably be doomed 
to be debtors to the rest of the group and that the inclusion of Germany was, 
therefore, essential to the balance of the whole project. This idea proved 
unacceptable to the French. “‘ Finebel”’, therefore, lies shattered in pieces, 
which may ultimately be used again in the structure of the new European 
Payments Union. Unfortunately, as is explained i in an article on pages 85-92, 
the formation of this Payments Union itself is now held up until the Americans 
themselves have resolved their own doubts and disputes about 1 

The second anniversary of E.C.A. has also brought full ve cumulative 
totals of the aid distributed to recipient countries. The United Kingdom had 
received aid to the amount of $2,391 millions in the period from April 3, 1948, 
to the end of March this year. Of this sum, $1,209 millions was allocated for 
food and agricultural commodities, $1,098 millions for industrial commodities, 
including machinery, $77 millions for ocean freight and $7 millions for tech- 
nical services. Of the amount allocated for food, $508 millions was spent on 
wheat; the bulk of it was on off-shore purchases from Canada. British imports 
of industrial machinery under the plan amounted only to $67 millions, If off- 
shore purchases of wheat are not allowed after June 30 next, a considerable 
reshuffling of Britain’s import programme under Marshall Aid will have to 
take place and some harsh problems for future Anglo-Canadian trade will be 
in prospect. 


THROUGHOUT the past month the decline in free gold prices has continued with 
renewed rapidity; although there is no uniformity in the various markets, 
prices in New York, Hong Kong and the Middle East are now 

Slump down to the equiv alents of $38 per ounce compared with the 

in U.S. official price of $35 per ounce and with pre-devaluation 

Free Gold  jevels of $50 or more in each centre. Asa result, South Africa’s 

premium gold sales, which brought in a profit of nearly {2 

millions to the Union’s gold mining industry last year, have almost ceased. 

The International Monetary Fund, which has been considering South Africa’s 

request that gold producers should be allowed to sell an appreciable part of 

their output in the free markets, is now expected to issue a categorical rejection 

of the Union’s viewpoint just at the moment when such an attitude has ceased 
to have any immediate significance. 

Would such a rejection have an important | effect in the long run? It is 
becoming increasingly clear that the price of “‘ free’ gold last summer was 
inflated by two artificial conditions. First, demand was swollen both by the 
obvious imminence of world-wide currency adjustments and by large-scale 
purchases by Chinese refugees driven from their country by the Communist 
a Secondly, supply was restricted by the ban imposed in most 

ountries on gold sales by individual holders (in so far as there are any such 
dees nowadays) and by the restrictions on premium sales by gold pro- 
ducers. Since last September, demand has dropped, but it is still surely 
above what can be termed “ normal ”’ proportions. There is still a widespread 
fear of inflation and currency depreciation in many countries and there is still 
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a marked preference for holding gold rather than holding any international 
currency—partly because there are still some who hope that the dollar price 
of gold will be raised. Yet the fall in demand to date, accompanied by what 
is probably a relatively small increase in supply (from sales by Communist 
China and the U.S.S.R.) has been sufficient to bring g the free gold price me 
to a level at which the business of processing gold into industrial products (i 
order to circumvent International Monetary Fund regulations) and then pg 
processing it into gold bars after export is no longer worth while. If I.M.F. 
regulations were amended to allow up to 50 per cent. of South Africa’s current 
gold production to be thrown on to the free markets (as Mr. Havenga once 
suggested they ought to be), would the profit which could then be earned 
from these marginal ‘‘ premium sales ’’ really be such as to make a marked 
difference to the prospects of the gold-mining industry? 


THE clearing banks’ statement for March recorded a fall of £59 millions in 
net deposits compared with one of {7 millions in March, 1949. ‘The difference 
between the two years is larger than might have been expected, 

Fall in for the net surplus of cash available to the Exchequer did not 
Bank appear to have been noticeably larger than in the similar 
Deposits period of 1949; in the closing phase of the fiscal year, however, 
the implications of changes in the Exchequer Return are more 

than usually difficult to appraise. However, thanks largely to repayment of 
Government indebtedness, the banks’ holdings of T.D.R.s and money market 
assets ran down by some {96 millions in March, 1950, whereas last year they 
fell by only £314 millions. (It should be noted, however, that their holdings 


March, Change on 

1950 Month Year 

{m £m. {m. 

Deposits ae 2 5783.0 - 58.1 7 32.0 
“Net " Deposits® 5587.5 - 58.9 - 33-9 

: ~ 0/ + 

Cash , 485.0 (8.39) t 9.0 10.7 
Money Mavket Ass 1639.2 (28.3) - 69.7 + 287.3 
Call Money 533.6 (9.2) - 5.4 + 51.2 
Bills : 1105.7 (79.7) - 63.8 + 236.1 
Treasury Deposit Receipts .. 444.0 (7.7) - 27.0 - 511.5 
Investments plus Advances .. 3096.4 (53-0) + 28.9 + 180.9 
Investments 1502.9 (26.¢ - 0.2 .s 7.0 
Advances , 1593.5 (29 6 + 20.1 173.9 

* After deducting items in course of collection. + Ratio of assets to published deposits 


of cash increased by £9 millions, in contrast to a decline of £7 millions last 
year.) The seasonal rise in advances, at £29 millions, was only £3} millions 
more this March than in March, 1949 (when bank investments increased by 
{9 millions); this brings the aggregate expansion of advances since last 
August up to no less than £163 m - sh rate of growth considerably more 
than twice that for the equivalent months of 1948-49. The latest reduction of 
floating debt has brought the banks’ holdings of Treasury deposit receipts 
down to £444 millions and their ratio to deposits to only 7.7 per cent. The 
authorities’ attitude to the future of this instrument remains inscrutable. 


Although the volume of Treasury bills on offer at the tender immediately before 
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Easter was stepped up to the new record of £240 millions—presumably in order 
to avoid a new call against T.D.R.s—this level was not maintained at the two 
subsequent tenders. Accordingly, on April 14 the authorities made a new 
call against T.D.R.s, the first for four months; but even then the amount 
borrowed (£25 millions) fell short of the corresponding maturities. 


oe National Film Finance Corporation was set up as a stop-gap. It was to 
keep film production going with public money until the conditions could be 
created which would cause money to come forward once more 


More from commercial and private sources; and the Government, 
Troubles in when it agreed to advance £5 millions for the purpose, assumed 
Film that the fask Ww ‘sg be neither as long nor as costly as it has 


Financing since proved to be. The full extent of the miscalculation has 
yet to be demonstrated. That there has been a miscalculation, 
however, is freely ‘one -d in the first annual report of the Corporation, pub- 
lished last month. If the report (which is a frank and sensible document) is 
examined fairly closely, ind eed, it becomes apparent that the calculations had 
begun to go wrong before the experiment had even started. The company 
which preceded the Film Finance Corporation was itself preceded by an 
organizing committee, to which, “as a matter of urgency’, the Board of 
Trade and the Treasury referred the question of fixing the terms for a sub- 
stantial loan to British Lion Film C orporation Ltd. This was to be (as things 
turned out) the central operation in the whole experiment. British Lion was 
to be used as the nucleus for a body of semi-independent film-producing 
companies from which were to come most of the important films which the 
corporation has supported. British Lion first asked for {2 millions, and 
the committee recommended a loan of £1,600,000, “‘ perhaps to be increased 
later”’. This was already a big slice out of £5 millions. But an investigation 
by accountants soon showed the first estimate to be ‘‘ quite inadequate ”, 
and the loan was eventually agreed at £3 millions—for a period which has not 
yet been revealed. Loans made to other producers bring the total committed 
by the corporation to £4,485,025, and as rather less than £50,000 has been 
repaid, the corporation now has only about £600,000 still available for further 
lending. 

The corporation expresses no opinion on how the loan to British Lion has 
fared. It does, however, make a provision for losses of £750,000 in its accounts, 
observing that this “is the best assessment possible on the basis at present 
available’. Only {91,500 out of this large provision refers to specific loans 
(four loans to producing companies) ‘‘ where losses are expected”. The 
remainder is spread notionally over the corporation’s total commitments, but 
it is hard to resist the conclusion that not all of the big loan to the British 
Lion group is confidently expected to come back. The report strengthens 
this impression by various strictures on the inadequate cost control, the 
incomplete information, and the tendency to exceed budgets which appear to 
have marked the operations of some of the producers who have made films— 
using, to some extent, the corporation’s money—under arrangements with 
the group. 

It is still too soon to expect back much of the money that has been lent. 
How long, then, will the corporation be able to go on financing new projects 
with the {600 ,000 which it had still available for lending at the end of March? 
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There seems little doubt that it cannot be for very long. A number of com- 
panies are alr ad negotiating for new loans; the latest to join the queue is a 
‘co-operative ’ enterprise set up by the Association of Cine Technicians in 
an attempt to mitigate the unemployment among its members. Since it has 
no funds of its own, the future of this enterprise depends on its hopes of finance 
from the corporation, and the President of the Board of Trade informed the 
association on April 23 that a further {1 million was to be added to the cor- 
poration’s lending powers. This decision cannot have been an easy one for 
the Government to take and it will in any case hardly stop the gap for more 
than another year. To implement it, a new Act will be required. 


THE authorities have at long last conceded the case for standardization of the 
lives of Treasury bills and Treasury de posit receipts in terms of an even number 
of weeks instead of calendar months. The Chancellor announce -d 
towards the end of last month that, as from May I, “‘ Treasury 
Standardised }ji1); to be issued weekly by tender will be due 91 days after 
—., date, instead of three months, and Treasury deposit receipts 
will have currencies of 154, 182 and 210 days, instead of five 
six and seven months, respectively '’. In consequence, both 
bills and T.D.R.s will in future normally mature on the same day of the week 
as that on w rhich they are taken up and paid for; the only exceptions will be 
those arising from Bank and public holidays. This means that the ebb and 
flow of credit supplies in the money market will no longer be subject to arbitrary 
distortions arising from no other cause than the oddities of the calendar. Ever 
since the Treasury bill issue began to assume substantial proportions, the banks 
and the money market have been put to ng — inconvenience by the 
fact that on many business days—including the last day of the year—there 
could not be any maturities of these bills. So long as the life of bills re- 
mained expressed in calendar months, these jolts i in the working of the credit 
machine were unavoidable. Unless any given three-month period contained 
exactly 13 weeks—i.e. g1 days—there could be maturities of Treasury bills 
on only five days out of six, because there were, of course, no issues of bills on 
a Sunday. Corresponding peculiarities have marred the T.D.R. system. 
Except for the limited number of comparable distortions arising from the 
incidence of public holidays, these needless disturbances will now be avoided 
The change has naturally been welcomed in banking circles; it is certainly 
welcome to THE BANKER, which first put the case for it more than three 
vears ago—in an article in January, 1947. It was then pointed out that the 
clearing banks’ abandonment of the practice of window-dressing had not 
merely made it more than ever imperative for the banking system to be able 
to count upon a smooth flow of day-to-day bill maturities but had left the 
authorities with no possible remaining excuse for inertia in this matter. Having 
delayed this obvious step for so long, the authorities did, however, succeed in 
timing it in such a way as to make a happy gesture. To some in the market, 
the change looked like a pleasing parting tribute from Great George Street to 
Mr. A. C. Bulli—the well-loved Principal of the Discount Office at the Bank 
of England, who was retiring from the Bank just a week later. If this coinci- 
dence was unintentional, it was none the less a happy one, for Mr. Bull has 
long striven to keep the wheels running smoothly in Lombard Street. 
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Inquest on the Budget 


IR STAFFORD CRIPPS’S third budget is a depressing and a friendless 

budget. It has to be judged not merely for what it is but for what it 

portends; and its portent for the longer term is unmistakably sombre. It 
leaves the tax-payer utterly without hope, because it makes it plain that 
Socialist finance condemns him to a life sentence of taxation at the limit. Th 
promise that seemed to lurk in Sir Stafford’s two preceding budgets is now 
seen to have been a mere illusion. Among Socialist politicians, he alone had 
shown the qualities that might have altered the frightening pattern thai 
Government economic policies have now assumed. After his disinflationary 
effort of 1948 and the stern home-truths of his budget speech last year, the 
logical sequence would have been a real effort to break the deadlock that 
ever-m yunting Government expenditure has imposed alike upon the national 


economy and upon the Government’s own room for manoeuvre. Until the 
election began to cast its shadow, there seemed a chance that Sir Stafford Cripps 
might yet decide to stana or fall by a policy of retrenchment, recognizing that 


only by such a policy could he both discharge his wider duty as Chancellor 
ind also serve the long-run interests of his own party. 

All such hopes have now to be abandoned. Despite the growing public 
apprehension about the effects of continued over-spending, despite the change 
in the balance of political forces, this budget pays only lip-service to the need 
for economy. It confirms the gloomy conclusion, reached in these columns 
twelve months ago, that if the Government is trying to restré un the rise in 
expenditure, it is doing so merely because it knows that the effective limits of 





taxation have been reached. If it economizes, it does so because it has found 
it impracticable to spend any more. There is no thought of retrenchment 
with the object of easing the tax burden. On the contrary, the austere Chan- 
cellor now glories in the magnitude of his spendings. They are the proof, he 
says, that this ‘‘ happy country ”’ has the social services for which it asked; it 
will reap the rewards for its efforts in terms of still further social service 
amenities and still larger expenditure by the State. If an increase in produc- 
tivity raises the national income, a magnanimous Chancellor will permit those 


who earn it to keep part of it “ for their own spending ’’—but only becaus« 
any further increase in the ratio of taxation to income would, as Sir Stafford 
said last year, ‘‘ entrench to an intolerable extent upon the liberty of spending 
by the private individual for his own purposes ’’. In short, the possibility tl 


February’s verdict by the electorate might induce in the Government a change 
f heart can now be dismissed. The Government in effect reaffirms its un- 
swerving adherence to past policies; and, in fiscal terms, this means spending 
to the limit and taxing to the limit—indefinitely. 

This being the basis of policy, only minor and negative consolation can bi 
drawn from this budget. Its one virtue is that it has avoided the new follies 
into which a less honest and less courageous Chancellor might have been forced 
by the une oulaiie political difficulties in which he finds himself. The Govern- 
ment's only hope of preventing its chosen policies from quickly having disas- 
trous repe rcussions upon Britain’s costs lies in maintaining the wage-freeze ; 
but, given the refusal to cut expenditure, there was no honest and effective 
way of giving tax relief in support of this policy. The Chancellor has at least 
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resisted th ‘mptation to explore dishonest ways. So far as can be judged, 
he has not tried to increase his apparent room for manoeuvre by over-optimistic 
estimates of revenue. He has not given way to the many pleas for concessions 
for which no funds could safely have been provided. He has not tried to make 

he trade unions by staging a 





this unrelenting attitude more acceptable to t 


liversionary onsla ight on the rich ’’. Above all, he has not ov ‘thrown the 
inciple of disinflation 


THE CAPITAL ACCOUN1 
By the standards of politics, as distinct from those of real statesmanship 
his mav be accounted a considerable feat in the tricky conditions of to-day, 
x the Government’s own estimates, as set forth in the Economic Survey, 
showed the Chancellor’s scope for budgetary action to be even narrower than 
as suggested here last month. On the old tax basis, the true budget surplus 


it account was officially expected to fall from £534 millions in the 
‘alendar year 1949 to £396 millions in 1950, before charging war damage 
ayments (which the recipients may be expected to treat as capital).* As can 
be seen from Table I, £53 millions of this £138 millions decline reflects the 
ower vield from taxes on capital, which make no contribution to the true 
“ disinflationary "’ surplus, so that the prospective net loss was £85 millions. 


It had been hoped by unofficial observers that this loss might have been 


ffset, at least part, by a decline in the aggregate demand for savings. The 
consequ ’ cuts in the programme of tixed investment at home and the 
1 ed 





stock-building seemed likely to release appreciably more 
thai ired to finance the improvement in the “ overall” 
ternal balance of payments. In fact, as Table I shows, the requirement for 
home investment is put at only £30 million less than in 1949, despite the fact 
jat the estimate takes credit for the projected cut in housing; and that, as 
e Chancellor revealed, will not now take place. On the other hand, the 
surplus on the bal of payments is put at only £50 millions—less than its 


1d certainly less than will be needed this vear if the Chancellor 

ubstantially augmenting the gold reserve before 

M \id ; official pre-budget estimates thus put total gross 
nvestment, at home and abroad, at £90 millions more than in 194y and savings 
h t surplus accruing to public authorities at £85 miilions less. This 


ax liabilitiest would have to rise by no less than £175 millions 
1950 to balance the account—unless taxation was increased or Government 
cut. Yet in 1949, aggregate private savings dropped by {25 

nillions (excluding the additional transfer of some £188 millions from tax 
reserves to free reserves of companies, mainly in consequence of last year's 


meant that egate private savings, including provision for depreciation 


loubling of the “ initial allowance ” on plant outlays). 

The least austere conclusion to be drawn from these figures by a Chancellor 
having any respect for disinflation was that the prospective budget surplus 
had at all costs to be kept intact; and this was the principle upon which the 





* This calculation assumes that the surpluses of the National Insurance Fund and of local 
wuthe es will be the same in 1950 as in 1949; the error in this assumption is not likely to 
be large 

t Provisions for future tax liabilities, amounting to £196 millions in 1948, to £8 millions in 
1949 and to an estimated £20 millions in 1950, are treated as ‘‘ public ’’ saving in the first part 
of Table I (as in the National Income White Paper), but the second part of the table shows how 
they are divided between corporations and individuals. 
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budget was based. Any new concessions had to be balanced by new imposts. 
There is no need to trace this principle by any detailed dissection of the budget 
accounts—partly because most people who are interested will already have 
done so for themselves, and partly because the statistical tests, such as they 
are, of the disinflationary quality of the budget are to be found not in the 
Exchequer Keturn as such but in the analysis in Table I. The final column 
in that table shows how the estimates just discussed have been altered by the 
TABLE I 
FINANCING OF CAPITAL FORMATION * 


(£ millions) 


1948 1949 Forecast for 1950 
Gross domes apital lation ; 2,590 2,405 2,435 
Net overseas investment F - 150 - 70 50 
Totai « ap tal tormation 2,440 2,395 2,485 
At 1949-50 Al 1950-51 
Public Saving — Tax Rates Tax Rates 
Current Surplus: Central Government ‘ 369 318 26r) (266) 
Insurance Funds ; It7 157 (157) (157) 
Local authorities ; 9 17 (7) 17) 
495 492 435 440 
Depreciation provisions by public authorities ‘ 100 1S ce) 1 <e) 110 
Transfers to private capital account ; 204 216 135 135 
Deduction for taxes on private capital : — 214 253 — 200 ~ 200 
Increase in private tax reserves sia ‘ 196 3 (?) 20 20 
Total savin est mo from actrom of prsbie 
wuthorities ‘ H ; 731 573 500 505 


Dept ciation provisions ; 7 ‘ os 675 SO5 }00 900 
Undistributed profits and tax reserves 766 508 620 620 
educt increase in tax reserves a ’ Igor 22 20 20 
Gross Saving by Compbattes 1,250 1, 395 1,500 1,500 
Estimated sum, included above, resulting 
from revaluation of stocks) te a 490) 75 roo (roo) 
Personal saving . ; ze , oF 4T4 457 45 480 
Deduct increase in tax reserves oe re 5 30 . — 
Gross Personal Saving (t.e. befowe taxes on 
capital) ; e os re 5a 409 427 435 480 
Total Private Saving ye ad a 1,659 1,822 1,985 1,980 
Total Savings ‘a “eF ~ ie 2,440 2,395 2,485 2,485 


*All estimates in this table (except the subdivision of the public authorities’ surplus for 
1950) are official estimates, derived from the Economic Survey, the National Income White 
Paper and a reply given by Mr. Gaitskell to a question in Parliament on April 20. The figure 
for personal saving is wot an estimate, but is simply the sum needed to balance the account. 
Chancellor’s decisions, so that the relationship of the budget to the nation’s 
overall capital account can be clearly seen. For convenience of readers, the 
salient budget accounts as such are reproduced as Tables IT and III. 

When examining these budget accounts, it should be remembered that, 
widely though they seem to diverge from the national income accounts, they 
are in fact strictly in line with them. The differences spring only in part from 
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the facts that the estimates from the Economic Survey and the National Income 
White Paper relate to calendar years and that some of them treat public 
authorities as a group without separating the accounts of the central Govern- 
ment; more important are the complex adjustments (which no one without 
access to official sources can readily attempt) that are needed to translate the 
figures from a chaotic Exchequer Return into the form needed for national- 
income acc — which is the basis of disinflationary budgeting. If this is 
borne in mind, and if the figures given in Table I are regarded as a statistician’s 
master key to the shine implications of the budget, much confusion of thought 
will be avoided. There will be no danger then of following the Chancellor 
himself into the error of supposing that the size of the surplus needed to 
prevent an increase in inflationary pressure can be gauged from the Exchequer 
return alone. His error lay in declaring that the need to avoid inflation com- 
pelled him to budget for an “ overall’ balance—in other words, to show an 
‘ above-line ” surplus equal to net outgoings “ below ” the line. But in fact 
the requisite surplus for balancing the savings-investment account for the 
whole economy—-the true surplus on current account as defined by the national- 
income statisticians—is a different concept from any of the three alternative 
surpluses now disclosed in the Exchequer Return; and it would be a mere 
statistical accident if it nape lie d to be ¢ qual an ~ above-line , surplus just 


sufficient to create “ overall balance " in the Exchequer Return. 

The fact that the Chancellor took such a balance as his target must mean 
me of three things: either, first, he regards the estimates of his own statis- 
ticians as too pessimistic; or, secondly, he hopes for the large increase in 
private savings which their estimates show to be needed; or he is 
deliberately diluting his own mild fo rt ila for disinflation. The true explana- 
tion probably combines all three of these considerations. First, the very large 


7 


revisions which the latest National Income White Paper makes for the year 
1948 in the estimates presented twelve m “ee ago provides the C yhancel'or 
with good excuse for not following too slavishly the logic of the statisticians’ 
guesses this year. Secondly, these revisions happen to be in a direction which 
provides ground for some shading of the prevalent pessimism about personal 
savings. Any revisions which are not self-compensating naturally have violent 
effect upon those items which, instead of being directly estimated, emerge as 
mere residuals. One of the most important of these is personal savings, which 
last year were estimated for 1948 at £220 millions before providing for £214 
millions of taxes paid out of capital, showing a mere £6 millions of net savings 


i< 





apart from additions to tax reserves. Now the figures for this same year are 
ultered to £409 millions gross and #195 millions net; and although it is observed 
that estimates of this item are “‘ amongst the most precarious in this paper 


the statisticians remark that ‘‘ it does now seem that in each of the last three 


years |gross! pet rsonal saving has bee n of the order of £400 millions ”. The 
estimate for 1949, still computed as a residual, is raised to £427 millions gross 
({174 millions net). If the total demand for savings and the gross amount 
saved by public authorities and by companies were to conform to these fore- 
‘asts, personal savings (including tax reserves) would have to rise this year 
from £457 millions to £480 millions 2TOSS, ay from £204 millions to £280 


inillions net.¢ If one dare put any reliance upon the official estimates for 1948 

ee i ESS ES SETAE IOP EELS OE 

Ee After allowing for the £5 millions increase in the surplus of public authorities in 1950 In 
consequence of the tax changes made in the Budget. 
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and 1949 (which indicated a £43 millions increase in the gross figure last year), 
such an increase might not appear to be wholly out of the question. Even so, 
the conformity of the budget to the pattern of the Economic Survey would 
still rest sen sanguine estimates of company protits. 

The Chancellor seems to be counting upon an increase in aggregate savings 
by companies from £1,373 millions to {1 ,520 millions, of which increase £35 
millions represents bigger depre ciation provisions calculated at Inland Revenue 
rates and ‘the re sistas is the expected addition to so-called free reserves 
(assuming an increase of £20 millions in tax reserves). This expectation is 
rather puneg because the White Paper estimates that in 1949 the similar 
total dr opped by £68 millions from the peak of £1,441 millions estimated for 
1948, and in the budget speech the Chancellor himself emphasized that the 
nine-year growth of profits “‘ came to an end in 1948, and we cannot therefore 
look to any increase in revenue from that source’. The estimate for profits 
tax and E.P.T. was, in fact, put at £27 millions below last year’s unexpectedly 
heavy yield, despite the extra £13 millions which should accrue from the post- 
devaluation increase in the dividend tax. To judge from the Financial 
Secretary's remarks in the debate, however, profits are expected to turn 
upwards again this year under the stimulus of devaluation (there is some 
evidence that this may be happening), so that the additional savings will be 
available to support the nation’s overall capital account this year and the 
budget will reap some advantage next year. Some increase is perhaps likely, 
but the official figures postulate a rise in retained profits (out of current earnings, 
as distinct from releases from tax reserve) from £508 to £620 millions—a dis- 
tinctly optimistic assumption. But why, if this is the assumption, did the 
Chancellor lay so much stress upon the implications of a declining trend in 
profits ? 

HIGH SPENDING FOR EVER 

In another passage he showed that the total yield from Inland Revenue 
duties must tend to fall unless the loss is made good from the tax proceeds of 
increased productivity: 

We must not overlook the fact .. . that re effective rate of taxation upon money 

distributed as salaries and wages is much less than upon profits. The shift which is 

now taking place away from “the earning of large profits towards the payment of 
more money in the form of salaries and wages must therefore tend to curtail the 
amount of revenue we can raise by the Inland Revenue taxes. This is a material 
factor in assessing our future capacity to raise the moneys required to meet a rising 
expenditure. 
This passage, which is evidently inconsistent with the assumption that com- 
pany profits will rise in the short run, does show an awareness that the fiscal 
deadlock will grow steadily tighter unless increases in productivity are both 
large and sustained. Since the progress of recent years has been largely due 
to the elimination of bottlenecks (a potent source of labour wastage in the 
early post-war years) and to the first fruits from the replenishment of war- 
depleted capital equipment, it would be prudent to expect the annual incre- 
ments of production soon to diminish. 

The prospect is, therefore, that revenue will fall and expenditure rise—both, 
perhaps, more sharply in the future than in the current year. The expected 
loss of so-called ‘‘ ordinary ”’ revenue in 1950-51 proved to be only £28 millions, 
but income-tax and surtax yields are still reflecting the buoyancy of the 
national income: from all other major taxes the Chancellor budgeted for a 
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ll (at the old tax rates). Moreover, his revenue will still be supported to the 
xtent of no less than {190 millions by credits from trading services, surplus 
stores and miscellaneous receipts—mainly “ termina] "’ revenues arising from 
TABLE II 
1949-50 OUTTURN AND 1950-51 BUDGET ESTIMATE 

CONVENTIONAL FORM OF ACCOUNTS £ millions 


(alternative form on page 82 


ABOVE THE LINE 


























Revenue 1949-50 1950-51 Expenditure 1949-50 | 1950-51 
Estimate , Actual | Estimate Hstimate Actual | Estimate 
{nland Revenue 2,086 2,111 2,028 Interest on Debt eee il 466 | 472 | 470 
Customs and Excis 1,493 | 1,520 1,584 Sinking Funds = i9 i9 20 
Motor Duties P 54 | 56 56 Northern Ireland os 30 37 | 36 
- - ——- — - -| Miscellaneous. . a 12 10 | ll 
Total Tax Revenue 3,633 3,687 | 3,668 \-—— —= —_—__|—_-—-. 
Total Consolidated } | 
Fund Services .. | 527 | 538 | 537 
Surplus Stores 44 79 36 ae, Lerner a 
Trading Services is 48 85 Supply: Defence ae 760 | 741 | 781 
Broadcast Licences 12 12 13 Civil eo 1,983 | 2,059 | 2,102 
Sundry Loans . 20 20 27 Tax Collection 38 | 37 | 35 
Miscellaneous (including i ef ef ena 
Crown Lands) 51 78 70 Total Supply af 2,731 | 2,887 | 2,918 
Total Revenue 3,778 3,924 3,898 Total Expenditure 3,308 | 3,375 | 3,455 
| | | 
| Surplus... ae 470 549 443 
3,778 | 3,924 3,898 | 3,778 | 3,924) 3,898 
| | | 
BreLow THE LINnE* 
Receipts Payments | 
| | | 
rest outside Budget 29 28 33 Interest outside Budget | 29 23 33 
| Export Guarantees .. | - 1 | 5 
ixport Guarantees | Post-war credits i 18 17 17 
Repayments. . ef 1 | i | Exeeas Profits Tax | 
Refunds a oa 7 5 7 
Housing receipts trom } | War Damage .. =e 102 | 111 100 
Votes 20 | 20 20 Do., Public Utility 
ndertakings . 62 62 | 
Local Authorities | Advances tor Housing, | 
Repay ments 7 I 4 $ &e. oe 8 8 | 10 
| Loans to Local | | 
Coal Nationalization } | Authorities F 220 | 272 | 279 
Repayments 5 5 3 Loans for New Towns | | 
} Development are 6 5 | 7 
(Hit from Australia | j 8 |} Loans to Film Cor- | 
} } poration abi - a 4 { 
Town and Country | 
Planning: | 
Issues to Central | 
Land Board ‘ 5 | =| 10 
Coal Nationalization— | | 
| | Working Capital, &c. 34 15 | 26 
| Overseas Resources— | 
} | Colonial Development oo |S 4 | 8 
| Overseas Food .. | / ™ it 7 
Armed Forces—Housing | — | — | 10 
} —- - = - | a | enmmes _ 
Total Receipts .. | 62 | 66 | 70 Total Payments... | 518 | 553 | 520 
Net Sum borrowed or | } | | 
met from Surplus 456 | 487 | 450 | 
518 | 553 | 520 | | 518 | 553 520 
Total Receipts .. 3,840 | 3,990 | 3,968 | Total Payments .. | 3,826 | 3,928 3,975 
Overall 1949-50, Estimate .. .. +14 
1949-50, Actual ee .. +62 
1950-51, Estimate .. im = 


* Items below the line are :— 
1. Receipts applicable by statute to debt interest which would otherwise be paid out of revenue. 
2. Receipts applicable to debt redemption. 
3. Payments for which the Treasury has power to borrow. 
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the war which have contributed no less than {800 millions in the past three 
years, excluding the mere book-credits re sulting from Dr. Dalton’s “ claw- 
back ”’ of unspent votes. On the other hand, as we pointed out last month, 
the real underlying trend of expenditure has been masked by the running-off 
of terminal outlays. The amount included in this year’s above-line estimates 
is £369 millions less than had to be found in 1947-48 and £55 millions less than 
last year. If these special expenditures are excluded, the increase in the bill 
for other above-line spendings in these four years will be found to be no less 
than £745 millions—before allowing any margin for cp egremeond votes this 
year (although one such estimate—f1o millions for the pyetege rates of 
National Assistance—is already in sight). By far the Best ‘part of this vast 
erowth reflects the launching of the new social services: a the Chancellor 
cheerfully emphasizes that the cost of these existing services will continue to 
grow. He professes determination to ‘ exercise the very greatest care and 
restraint ’’ in viewing any new projects, but only the Health Service, it seems, 
is to be subjected to anv disci ipline upon the so-called “ automatic ” rise in 
expenditure. Even here, more than six months after it became evident that 
the finances of this service were still out of control, the best promise is that a 
better method of ensurin g economy than the projected charge for prescriptions 
will be introduced “ shortly ’’; nothing has been said about the nature of this 
belated effort. The “ automatic ”’ increase in the bill for other social services 
—the Chancellor instanced Education and National Assistance—is apparently 
to continue without curb, except such physical limits as are imposed, for 
example, by shortage of teachers and accommodation. 

So long as present policies continue, this momentum of spending will 
evidently engulf without trace any savings that may result from adminis- 
trative economies and from the cessation of the smal] terminal outlays which 
now remain. Moreover, one block of abnormal expenditure to which many 
people look for tax relief when, eventually, a Chancellor has the courage to 
tackle it is now seen to be diminishing without any such happy result. This is 
the bill for cost-of-living subsidies, which twelve months ago was running at 
an annual rate of £485 millions and would have risen in 1949-50 to a then 
estimated {568 millions had not increases in prices (and countervailing reduc- 
tions in certain duties) been decreed in order to keep the burden down to £465 
millions. Now, in consequence of the measures promised last autumn and the 
resultant price increases announced Sse before the auee get, the annual cost 
has been further reduced, to £410 millions—which is to be a “ floor as well as 
a ceiling ’’, in the sense that prices will, if necessary, * raised further to 
prevent the bill from rising above that figure, but will not be raised merely 
for the purpose of forcing the bill down below it. This is a welcome reduction, 
perhaps the biggest that could be expected of a Chancellor whose whol 
economic policy rests upon the thawing ice of the wage-freeze; yet the 
proceeds oi these savings, like the others which have been mentioned, disappeai 
into the maw of the voracious social services. The net result, after economies 
and terminal savings totalling nearly £150 millions, is that origina! imate 
of above-line expenditure are £100 mi illions above the amount actually spent 


i 
} 


in 194! }-50 ¢ xcludu g cr k 





ing fun 1d). 
This, then, is the grim or sround against which any effort at disinfla- 
tionary budgeting has to be viewe ed. Given his refusal to cut expenditure, it 


was virtually impossible for the Chancellor to increase the disinflationary 
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effect of the budget as such, even if he had thought it necessary to do so. For sp 
political reasons, any increase in taxation was unthinkable without corre- TI 
ee be 
TaBLe III 
ctnnnendaemiis - aie a mae ur 
1949-50 OUTTURN AND 1950-51 BUDGET ESTIMATE 
: re co 
ALTERNATIVE CLASSIFICATION £ millions 5 I 
th 
REVENUE ITEMS DE 
Receipts 1949-50 1950-51 Payments 1949-50 | 1950-51 (a 
Estimate | Actual | Estimate Estimate | Actual | Estimate fq 
Yax Revenue . 3,633 3,687 3,668 Interest on Debt 166 472 470 a 
Broadcast Licences 12 12 13 | } de 
Sundry Loans (Interest) 9 s 8 Interest outside Budget 20 | 28 | 33 j 
Miscellaneous (including | cle 
Crown Lands) 41 52 45 Post-war crecits 18 17 | 17 he 
Interest outside Budget 29 28 3 | Ut 
Housing receipts from Other Expeaoditure 2,739 2,780 2,854 | of 
Vot rat 20 ~ i 
Cift from Australia & ) ot 
Total Revenue Total Revenue di 
Receipts 3,744 3,815 3,787 Payments 3,252 3,297 | 3,374 ‘ f 
| .) 
Surplus 492 518 413 uy 
744 | 3,815 3,787 3,744 | | 3.815 3,787 bt 
Loa AND OTHER Non-REVENUE ITEMS 
Receipts ! Payments 
3 Stor $4 7 z Funds _ 19 20 ne 
rt Guarantees .. | | 1 5 
radi rvices 18 i8 ixcess Profite Tax p! 
Refunds .. oa - 16 7 
Sundry Loans (Principal) il 12 | War Damage .. 7 02 lll 100 he 
| Do., Public Utility } 
Miscellaneous 0 26 2: Undertakings | 62 62 — DE 
War Damage—Burma j 9 — he 
Hix Capital Items in Civil | ; ac 
R 1 l l Supply Expenditure 77 62 | 65 di 
Loans to Allies, &c., in ‘ 
ocal Authorities Civil Supply Expen- | | 
Repayments. . 7 4 | diture aaa cot 14 | 18 | 20 
Rise in stocks of food, 
Coal Nationalization— &e - — - 23 26 
Repayments. . es 5 Argentine Agreement | 
adjustment. 4}; - 8 _ 
Advances for Housing, | | 
&e. a B } n 10 
yoans to Local | | , 
Authorities 22 272 | 279 
Loans for New Towns 3 
Development 5 | 7 
j Loans to Film Cor- | | 
} poration ; ; 5 ¢ 1 m 
Town and Country de 
Planning: 
Isaues to Central | | 
Land board ail | 10 
Coal Nationalization— | ct 
Working Capital, &c. | 4 16 26 
Overseas Resources- T; 
| Colonial Deve ‘ae \ 22 | 4 8 
j Overseas Food ‘ F = 11 7 ( al 
Armed Forces-Hous ing | -- -- 10 de 
Total Non-Revenue Total Non-Revenue | ill 
Receipts .. j % 175 181 Payments 574 | 631 601 : 
Excess of Non-Rev- | in 
enue Payments | } | 
over Receipts .. 478 456 | 420 | th 
574 631 601 | | 574 | 631 | 601 
otal Receipts 3, 840 a, 990 3,968 | Total Payments 3,826 | 3,928 3,975 Th 
‘a _. in 
Overall 1949-50, Estimate +14 m 
1949-50, Actual +62 
1950-51, Estimate - 7 
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sponding reliefs; and the converse was unthinkable for economic reasons. 
The Chancellor rails at the critics who conceived the Economic Survey to 
be an abdication from planning. But his defence merely served to prove that, 
under a Government which shrinks alike from more comprehensive physical 
controls and from the real and effective discipline which could be exerted by 
the price mechanism, the function of “ planning ’’ the domestic economy has 
become at most points a pretence that what is likely to happen is what the 
Government would have wished to happen (and also the pretence that most 
favourable happenings were “ planned’ whereas unfavourable ones merely 
demonstrate the limitations imposed upon a Government which virtuously 
denies itself any “‘ undemocratic ”’ forms of control). In the physical sphere, the 
best demonstration of this is the abandonment of targets for the re-distribution 
of man-power, and the attempt to pretend that the likely distribution (forecast 
officially with only slight changes from the present pattern) is only marginally 
different from the optimum distribution. In the fiscal sphere the counterpart 
of this paralysis of vital functions of government is the virtual compulsion 
upon the Chancellor to accept whatever budgetary surplus confronts him on 
budget day. He dare not reduce it and cannot increase it 


FLYING BLIND 


In these circumstances, it is hard to feel sure that his explanations were 
not, like many of those in the Economic Survey, merely an attempt to 
pretend that what he found was just what he would have wished to find. If 
he has in fact accepted the implications of the statistical estimates, and yet 
believes that his disinflationary mixture is not unreasonably weak, he must 
have at least assumed that all the errors in the figures will work in the right 
direction. As Mr. Douglas Jay later explained, 


national income statistics have to be used with great caution as a guide to 
policv.... They are good servants but reat coer In steering vetween inflation 
and deflation we are much less in the position of a pilot navigating by some exact 
scientific instrument than a driver on the roads plotting a general course and avoiding 
ach hazard as it appears 


The only visible flaw in this description of present planning is that the Govern- 
ment does not always manage to avoid the hazards—not even when, like 
devaluation, they are of such a size as to be visible miles away. 

On the road to disinflation, the hazards now indicated by the statisticians’ 
chart are that private savings will fall much short of the figures shown in 
Table I, that public savings will be dissipated by supplementary expenditure, 
and that total investment (especially overseas investment) may make bigger 
demands than are now envisaged. Sir Stafford says in effect that these are 
illusory hazards; in his view, the road at present is more free from the fog of 
inflation than at any time since the war, so that it is safe to take a chance 
that the present rather feeble anti-fog devices will get him safely through. 

He may be right. It is possible, as he suggests, that productivity may 
rise this year by more than the 2$ per cent. assumed i in the forecasts of national 
income (net income is expected to rise by £434 millions in 1950 to £10,670 
millions, compared with an increase of £298 millions in 1949), and part of 
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any such uncovenanted gain will go to reinforce the budget surplus and private 
savings. There may also be some safety margin in the assumptions about 
stocks. If the surplus on the balance of payments runs beyond estimate, the 
resultant increase in inflationary pressure might be absorbed for a time by 
drafts upon accumulating domestic stocks. It is possible, indeed, that this 
process has already begun, for it is difficult to — otherwise why the 
recent sharp improvement in the “ overall’’ external balance is not, even 
now, provoking an observable growth of inflationary pressure. 

But although such possible easements as these might provide a harassed 
Chancellor with just tolerable excuses for adopting a less austere budget 
formula than that indicated by the Economic Survey, he dare not have 
used them to justify any inroad into his surplus. Equally, however, he dared 
not assume that mere exhortation would save his wages policy. Hence the 
decision to forgo {72 millions this year and £82 millions next year by a one- 
sixth cut in the “ reduced rates ’’ of income tax. This choice of relief perhaps 
also owes something to electoral tactics, since the benefit accrues to all income- 
tax payers and is certainly not the most economical means of propitiating 
wage-earners as a Class. It offers nothing at all to the hard-pressed workers 
whose incomes are below the tax hmit, while its incentive effect on better-paid 
workers ceases when total inc me rises above {600-{700 a year. 

To tinance these concessions the ( *hancellor had to get additional revenue: 
and since taxation was already pressed so hard against the limit, the new 
taxes—on commercial vehicles and petrol—are perforce damaging ones. The 
principle of restricting personal motoring by price rather than by rationing is 
sound, but this is evidently not what the Chancellor intends; while to apply 
this principle to commercial use of petrol would be prudent only if Britain’s 
whole cost structure were being disciplined by a real disinflation. The con- 
tention that these new taxes were dictated by the wider needs of planning, 
and thus furnished a revenue “ slack ’’ which could be taken up by tax relief, 
is surely sheer sophistry. The key to the whole Peter-and-Paul operation is 
the threat to wage stability. But at least part of any advantage which the 
Chancellor may reap in the short run from diminished truculence from wage- 
earners will be lost lightly longer run by the repercussions of the new 
taxation upon industrial costs—and, shteagenoess hs upon wages themselves. 

The need for such shifts and devices merely demonstrates that the fiscal 
pattern of the economy has become as inflexible as its physical pattern. Unless 
the Chancellor can regain some unused margin of taxable capacit ty, not only 
must he remain powerless to grant any net concessions but also will find it 
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increasingly difficult to make major changes at all—because the advantages 
to be hoped from any red n in one direction must be balanced against the 
lisadvantages to be feared from the unavoidable increase in another direction. 


It is hard indeed to reconcile such rigidities with the admission—which Ministers 
make repe —- that, to combat the keener competition abroad and at home, 








British industry will need “ its resilience, all its efficienc y and all its inven- 
tiveness and kill Id into ich Government policy is now cast 
simply will not fit into the plan for making Britain self-supporting in a world 
of freer international tradi nd that the only kind of w i which it 
ever can be self-supporting at a standard of living which the British people 
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Towards Dollar Solvency 


UCH light—especially statistical light—has been focused during the 
Moet month upon Britain’s balance of payments which, as the latest 

Economic Survey rightly observes, “‘ appears certain to remain the 
central economic problem in 1950 and for many years ahead”’. First, the 
Economic Survey itself gave the broad outlines of the past year’s results and 
reproduced the figures submitted by the British Government to the Organiza- 
tion for European Economic Co-operation—figures which suggest, very tenta- 
tively, how the gold and dollar deficit of the whole sterling area might be 
reduced from $1,531 millions in the calendar year 1949 to $785 millions i in the 
Marshall year beginning on June 30 next. The main headings in the tables for 
1949 given in the Economic Survey were then amplified in detail in the usual 
Balance of Payments White Paper. Finally, the customary quarterly return 
revealed the trend of the sterling area’s dollar account and of Britain’s gold 
reserve in the three months to end-March. 

Apart from this galaxy of facts and estimates, moreover, a fundamental 
debate on the principles of the balance of payments problem has been waged 
during the course of the protracted negotiations aimed at bringing a Euro- 
pean Payments Union into being. The context of that debate has been 
European; its main issue has been whether the liberalization of trade and the 
complete transferability of currencies within Europe are helping or retarding 
the progress of Europe towards solvency with the dollar world. But while the 
setting for this discussion of principles has been European, there is no country 
in Europe to which the principles involved apply more significantly than to 
the United Kingdom. Both on the factual plane and in discussions of principles, 
the past month has therefore brought a rich contribution to the analysis and 
understanding of this “ central problem ” of the British economy. 

The factual! side of the picture is so crammed with detail and incident that 
it is possible to give an adequate account of it only by setting out the details 
in tabular form. The essential information—though it is only a fraction of 
that given in the Balance of Payments White Paper—is contained in the three 
accompanying tables, which show the current and capital accounts of Britain’s 
balance of payments and the division of the current account into the main 
geographical trading areas. Reference should also be made here to the table 
on page 134, which shows the financing of the gold and dollar deficit of the 
sterling area up to March 31 last. 

The general trend indicated by these tables is unquestionably in the right 
direction, whatever reservations may have to be made about the unevenness 
of the rate of progress and the continuing excessive disparities of deficits and 
surpluses with the various areas—excessive, that is, in a world of inconvertible 
currencies. Last year the overall deficit in the United Kingdom’s balance of 
payments was brought down to £70 millions compared with £105 millions in 
1948. Almost the whole of this improv ement was on to the reduction in the 
visible deficit from {216 millions to £18 3 in 1949 rose faster 
than imports. Individual items within the invisible account, however, also 
did well, notably shipping and the miscellaneous item of receipts w hich includes 
the overseas transactions of British oil and insurance companies. The improve- 
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ment in these invisible items was approximately offset by the increase in net 
Government overseas expenditure. 

Although this narrowing of the overall deficit is satisfactory, the geo- 




















graphical distribution of the balance of payments remains disturbing; there 
TABLE I 
U.K. BALANCE OF PAYMENTS—CURRENT ACCOUNT 
£ millions 
1949 
. July- 
be ( < 7 < 1 7 , 
193 1940 1947 1949 Jan.- Dec Year 
June Pro- Pro- 
| visional | visional 
PAYMENTS | 
1. Imports (f.o.b | | 
a) Food and feeding stuffs. . 539 693 314 4? 47t ! 2 
6) Animals and seeds 22 20 24 13 17 30 
Raw materials 345 523 920 363 | 239 702 
1) Tobacco .. ; ; - 71 ) 30 15 4 49 
(e) Petroleum 60 77 27 <9 53 | cas 
Machinery and vehicles. . 20 84 50 27 28 55 
Other imports. 45 )0 9 55 50 | Ill 
otal ports 835 | 1,105 1,528 1,770 62 008 1,970 
vernment overseas expen 
daity 
Military ed 374 209 113 rrr i3 164 
Relief an ilitation y2 3 5 7 5 Iz 
Cre lan net 40 SI 10 6 | ; r 
Administrative, diplo } 
matic, ¢ ‘ 31 33 20 | 26 46 
2) Wa settl 
137 | —119 »5 —79 rr —90 
. ue [17 30 7 Ir 7 4 
« ] ment ) 
se it net I 283 230 94 76 69 145 
' 
3. § ; ; Ro , 165 4 O4 95 189 
4. In s and dividends ) 98 109 35 57 112 
5. Fil 7 17 14 10 ; ; 6 
6. 7 € 40 42 76 6 29 49 78 
7. Total pa s 1,008 1,068 | 2,111 2,223 1,219 1,287 2,500 
RECEIPTS } 
8. Exports and re-exports (f.0.b.) 533 886 1,093 1.554 905 83s 1,790 
9g. Shipping ‘ 100 155 194 250 I4i 130 | 277 
10. Interest, profits and dividends 205 153 17! 174 So | } 168 
11. Travel 28 12 33 20 | 23 | 43 
12. Other (net 72 92 32 107 | 58 | 94 | 152 
. oY Qe sy, oe pa y ~~ 
13. Total receipts 938 1,298 1,511 2,118 1,204 1,226 | 2,430 
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are large deficits in hard currency and surpluses in soft currency—and at 
present it is only in a statistical sense that the second group can be offset by 
the first. The dollar deficit of the United Kingdom remained substantially 
unchanged in 1949—it amounted to £275 millions in 1949 and {280 millions 
in 1948; in terms of sterling accounting it was slightly higher in the second half 
of the year than in the Gest. The Balance of Payments White Paper, however, 
includes for the first time figures of the net gold and dollar deficit of the United 
Kingdom and the overseas sterling area, expressed in dollars; in view of the 
change in the dollar-sterling exchange rate, these are more significant than the 
similar figures in terms of pounds. They show that the United Kingdom’s 
deficit with the dollar area, which was $627 millions in the first half of 1949, 
was reduced to $457 millions in the second half of the year. The deficit of the 
Overseas Sterling Area with the dollar area in the same periods were $175 
millions in the first half of the year and $3 millions in the second. This is a 
remarkable contraction and shows clearly at which point the immediate 
benefits of devaluation made their impact. It should be added, however, that 
the whole of the dollar cost of goods which undergo processing in the United 
Kingdom is allocated to the United Kingdom, and so is the whole of British oil 
companies’ production expenditure in dollars. But, even after due reserva- 
tions on this score, it is evident that the narrowing of the dollar gap for the 
sterling area in the second half of 1949 and its elimination in the first quarter 
of 1950 were primarily due on the negative side to cuts in dollar imports—in 
which all members joined—and on the positive side to higher dollar exports 
by the Overseas Sterling Area. 

Another striking fact revealed by the geographical distribution of the 
current account is the sharp reversal of the payments relationship between 
Britain and its O.E.E.C. colleagues. In 1948 the United Kingdom ran a 
surplus of £100 millions with these colleagues—a surplus largely financed by 
drawing rights granted under the Intra-European Payments Scheme and 
indicative of the help which the United Kingdom extended to the cause of 
European reconstruction. But in 1949 this substantial surplus was converted 
into a deficit of £20 millions, all of which was accumulated in the second 
half of the year. In part this transformation reflects the trade liberalization 
measures in which the United Kingdom took the initiative, but, to an even 
greater extent, it represents the switching of imports by the United Kingdom 
from dollar to non-dollar sources of supply following the decision taken in 
July, 1949, to cut these dollar imports and following the reinforcement given 
by devaluation to that decision. 

The main counterpart to the United Kingdom’s dollar deficit is to be found 
in its surplus with the Overseas Sterling Area. This has risen steadily over 
the past four years. In 1946 the United Kingdom ran an actual deficit of 
{55 millions in trade with the sterling area. In 1947 this deficit was turned 
to a surplus of £35 millions; this surplus rose to £190 millions in 1948 and to 
£215 millions in 1949. This is a remarkable progression—perhaps too steep 
to be altogether reassuring, although it should be noted that only £25 millions 
of last year’s surplus with the sterling area was financed by net running down 
of sterling balances. 

Even before the Chancellor made his statement on the increase in gold 
and dollar reserves in the first quarter of 1950, there was thus evidence that 
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TABLE II 
U.K. BALANCE OF PAYMENTS—CAPITAL ACCOUNT 
£ millions 
| | | | 1949 
| | j } peneets } - 
- | | July- | 
} 19460 1947 | 1948 | Jan.- Dec. | Year 
| June Pro- | Pro- 
| | visional | visional 
I. Net gold and dollar deficit (—) or { 
surplus (+) | | | 
A. On United Kingdom account: —308 | —658 | —317 | —156 | —124 — 280 
1. Deficit on Current Account with | 
Dollar Area | —315 | —555 | —280 | —135 | —140 ~—275 
2. Other transactions |} + 14} — 52] — 31] — 2zr}] + 16 — 5 
3. Gold and dollar subscr iptions to | | , 
I.M.F. and Bank — 7 -— sp = O1 _ a _— 
} 
| 
B. On Rest of Sterling Area account : | + 11] —211 — 27 | — 44) + 13 | — 31 
4. Deficit with Dollar Area. | — 68 | —288 | — 82 -65| — 34 — 99 
5. Gold and dollar subscripti ons to | | 
I.M.F. and Bank °F — 3/- 7 — — — — 
. Purchases of new gold by U x ne + 82 | + 84] + 55 + 2z } 47 + 68 
} | 
C. On Whole Sterling Area account : | 
7. Net gold and dollar receipts from, } 
or payments to, other countries + 71 — 155 — 79 — 39 |= 31 |} — 70 
&. Total net gold and dollar deficit; —226 |—1,024| —423 | —239 —142 | —381 
II. Net change in U.K. external capi- | 
tal assets, and other capital | 
transactions 
A. Non-Sterling Area : - | — 61 + 94) — 84) + 14) 53 + 67 
9. Gold and dollar subscri pti ons to | | | | | 
I.M.F. and Bank + 7 + 51 ee £ —_ te aa 
10. Repayment of U.S. and Canadian | | 
loans ; ; a + 32] + 36} + 25; + 7 8} + 15 
11. Sales and redemptions of over- 
seas investments = — 67 | — 54 —181 | — 27 | — 177 — 44 
12. Drawings under Intra-European 
Payments Agreement (net) .. | -- — + 6 31 | 14 | + 45 
13. Revaluation payments i — — {| - -— 60 | + 60 
14. Other capital transactions .. | — 33 | + 61 | +60}; + 3] —22] - 9 
B. Rest of Sterling Area : — 45 | +201 | +189 | + 85 +144 | +4229 
15. Australian and New Zealand gifts — — 30] — — 8g! 8 | — 16 
16. Repayment in sterling of South | 
African gold loan — —_i<- + 50; + 30} + 80 
17. Other capital transactions ss — 45 | +231 | +189 | + 43 | +122 | +165 
18. Total change in capital assets, | 
etc. Ge ea ; —106 | +295 | +105 | 99 | 197 | +29 
Ill. Net change in U.K. sterling 
liabilities | 
A. 19. Non-Sterling Area countries + 74 — —247 ee 27 | 37 + 10 
B. 20. Sterling Area countries — 36 | —129 |] + | — 98 + 73 — 25 
21. Total change in_ sterling 
liabilities “a ‘ + 38 | —129 | —213 —125 +110 - 5 
IV. Summary 
22. Net gold and dollar deficit ‘ 226 1,024 423 239 142 381 
23. Net decrease in United Kingdom } 
external capital assets, etc. 106 —295 | —105 | — 99 | —197 —296 
24. Net increase in sterling liabilities 38 —129 | —213 —I125 110 — 15 
25. Total overseas disinvestment 370 600 | 105 15 | 55 | 70 
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the triangular pattern of sterling-dollar trade was beginning to reassert itself. 
But the Chancellor’s statement was, without doubt, the most cheering item of 
news to date. During the three months to March 31 the sterling area as a whole 
earned anet gold and dollar surplus of $40 millions, compared with a deficit 
of $31 millions in the fourth quarter of 1949 and with a deficit of $539 millions 
in the third quarter of 1949. As the United Kingdom received E.R.P. reim- 
bursements of $229 millions and drew on the Canadian credit to the extent of 
$27 millions in this period, the gold and dollar reserves rose by $296 millions; 
on March 31 they stood at $1,984 millions compared with $1,688 millions at 
the end of 1949. Even now, however, as the table on page 134 shows, the 
reserves are still $553 millions lower than when Marshall Aid started and the 
Chancellor, in his budget speech, drew attention to the need for strengthening 
them. 

The Chancellor could not give any complete explanation of this improve- 
ment. But he showed that the favourable “ once for all’ influences, which had 
been so marked during the last quarter of 1949, were steadily diminishing in 
importance, so that the large improvement in the following quarter was 
mainly the result of more permanent factors. Among these, the most impor- 
tant had been the reduction in the United Kingdom’s own expenditure on 
imports from the dollar area, an expenditure which is now within the rate 
of $1,200 millions a year laid down in the year’s programme. The other partners 
in the sterling area have been equally successful in fulfilling the promises to 
cut dollar imports which they made at the Finance Ministers’ meeting last 
July. These changes in the level of dollar imports are admittedly due to 
administrative decisions operated through import licensing. But there is no 
doubt that they would never have achieved their present measure of success 
had they not been reinforced by the normal pull of the price mechanism. 
Since the devaluations of last September, dollar goods are becoming priced out 
of the sterling markets in which an increasing supply of alternative non-dollar 
goods is becoming available. This is also the explanation of the considerable 
improvement in the sterling area’s position vis-d-vis such hard currency 
countries as Belgium, Switzerland and Persia. No gold has been lost to the 
first two of these countries since devaluation because sterling goods are again 
in sufficiently good competitive fettle to have turned the balance of payments 
with them in favour of the sterling area. 

Another major factor in the improving situation—one which may not have 
been quantitatively as important as reduced imports in the first quarter of the 
year but one which perhaps holds more important implications for the future 
—has been the increased demand from the dollar area for many sterling area 
goods, notably for commodities such as wool, rubber, cocoa, jute, which have 
in the past provided the main sources of the sterling area dollar earning 
capacity. It is notable that for a wide range of these products the United 
States is now paying more in terms of dollars than it did before devaluation, 
thus falsifying last summer’s hopes of American industrialists that devalua- 
tion, when it came, would enable them to buy more cheaply. Their re-stocking 
is taking place at higher prices than prevailed when the stocks were running 
down. 

This fact provides the most striking contrast between the position which 
has followed the devaluation of 1949 and that which obtained in the years 
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immediately following 1931. It is clear that since 1931 there has grown up a 
new dominance of dollar prices in determining the world level of prices. The 
change is not altogether surprising, though it cannot be a cause for unmixed 
joy in the United Kingdom. The United States is now the largest importing 
country in the world, and its buying power has not been affected, as it was 
after 1931, by grave economic depression. Its national income is being main- 
tained and so, too, is its purchasing power abroad. American tariffs, instead 
of rising steeply as they did after 1931, have been falling appreciably. And 


TABLE II! 
U.K. CURRENT ACCOUNT—DISTRIBUTION BY AREAS 
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U.K. Current Account with 19046 1947 1948 | Year 
Jan.- July- Pro- 
| June Dec. | visional 
Dollay Avea 
Visible trade (net) , a .. | —324 | —442 | —229 |) —II3 — 148 —261 
Invisibles (net) ; — . + 9j| —113 — 5! — 22 + § — 4 
Surplus or Deficit .. .. | —315 |} —555 | —280 | —135 | ~—140 —275 
EE sas fa _— -| Sane = 
Other Western Hemisphere | } | 
Visible trade (net) ; na .. | — 81 | —102 — 7i{i+ 8 — 7| + 1 
Invisibles (net) . oe oo | + gt} + 27 + 37 I2 + | +e 
Surplus or Deficit oa me . | — 4!) — 75 | — 414+ 20; +25; + 4 
Rest of Sterling Avea | | 
Visible trade (net) ‘ ‘is ‘ + 33 + 56 | + 88 |} + 66 + 68 | +134 
Invisibles (net) R - -- | — 68 | — 21 | +102 / + 54 | + 27] + 81 
_——EEE ee | LS | 
Surplus or Deficit Se ox .. | — 55 | + 3 +190 | +120 + 95 | +215 
O.E.E.C.Couniries | } } 
Visible trade (net) an oa a +136 + 36 + 59\|— ¢ — 35| — 39 
Invisibles (net) . ne ‘ — 76 | — 46 + 41 + 9 + ro} + 19 
Surplus or Deficit ..  .. ..} + 60/ —10/ +100; + 5| —25| —@ 
Other Counivies 
Visible trade (net) a fe ae + 37 + 17 — 57|— 14 — ©} — 15 
Invisibles (net) o* ie aa — §7 |) — 12 — 18 - 1 9} — 20 
Surplus or Deficit 7°. a .. | — 0] + B&B] — 2%] — 2 — 10}; —3 








American buying abroad is being further stimulated by Government stock- 
piling. So far, these various influences which are bolstering up American 
purchases abroad have had most of their impact upon imports of basic primary 
commodities rather than upon those of manufactured goods. Viewed from the 
limited viewpoint of the United Kingdom, therefore, the trend is by no means 
favourable. The terms of trade are still moving against Britain. Since Septem- 
ber of last year the index of import prices has moved up by 13 per cent., and 
that of export prices by under 3 per cent. The gap between the two is still 
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widening. But, in the short run, and from the point of view of the sterling 
area as a whole, the change has been extremely favourable. It can remain so 
only if the basic structure ‘of the sterling area system can withstand the strains 
upon it—and this it will not do unless the United Kingdom can supply the 
rest of the sterling area with a flow of manufactured goods sufficient to balance 
not only its own direct imports from those sterling countries, but also the net 
dollar earnings which they are prepared to remit to London. 

The magnitude of the burden which Britain has had to carry in the past 
in order to support the sterling area mechanism is strikingly revealed in the 
Capital Account given in the Balance of Payments White Paper. The relevant 
estimates here are those given in Section II (B) of the table reproduced on 
page 88, indicating the net changes in Britain’s external capital assets in the 
sterling area. It will be seen that, after allowing for the gifts from Australia 
and New Zealand, Britain’s investments in the overseas ste tling area are 
estimated to have increased by £201 millions in 1947, by £189 millions in 
1948, and by no less than £229 millions in 1949. These figures, it should be 
noted, take no account of changes in sterling balances held within the sterling 
area (except the reduction in Britain’s liabilities which resulted from the 
Australasian gifts). These balances were reduced by {129 millions in 1947, 
rose by £34 millions in 1948, and then fell by £25 millions in 1949. If the 
changes in capital assets and sterling liabilities are combined, it will be seen 
that Britain’s rate of net investment in the overseas sterling area iricreased 
between 1948 and 1949 by some {50 millions, to £204 millions. These figures 
measure the extent to which British productive resources, which might have 
been available for direct dollar exports or for dollar-saving uses at home, have 
been absorbed into the sterling area 

There can be no doubt that inv estment on this scale imposes a severe 
burden upon Britain’s own dollar export drive. Yet, unless the countries 
concerned are prepared to embark upon a disinflationary curtailment of the 
pressure of demand within their own economies, and thus to reduce auto- 
matically their net demands upon Britain, there is no way in which Britain 
can ease the burden except by putting severe strain upon the mechanism of 
the sterling area—by keeping a much tighter hold upon the spending of sterling 
balances and by controlling the flow of private capital within the sterling area. 
If measures such as these undermined the solidarity of the sterling area and 
caused its members to cease using London as their banker, then even the most 
remarkable advance towards dollar solvency for the United Kingdom as such 

ould be so expensively won as to amount to a major defeat. It is becoming 
increasingly clear that the only possibility of building af enduring basis for 
equilibrium lies in restoring the traditional multilate ral pattern of trade, under 
which overseas members of the sterling area find it worth while to spe nd their 


dollar earnings 4 Britain rather than in the dollar world. 
* 


-_ 


Similar considerations arise in the debate upon Europe’s dollar problem. 
The cleavage of views in the dispute on the formation of the proposed European 
Payments Scheme has now tended to shift. It is no longer a clash between 
British reservations and continental fervour (though certain differences 
between the British and European points of view have still to be reconciled). 
The major battle is now being fought within the United States itself. The 
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clash there is between those who support the E.P.U. as a step towards an 
integrated Europe and those who see it as an embryo of an autarchic Europe 
for ever bent on discrimination against the United States—and, paradoxically, 
a Europe which will have been aided in that nefarious design by the grant of 
Marshall dollars 

Since Britain herself has had some difiiculty in reconciling her position as 
enter to the sterling area with her rdle as prospective member of the E.P.U., 
there may be some temptation to regard the American opponents of the 
Payments Union as aligning themselves with the point of view of the British 
authorities. Nothing could be further from the truth. The fact is that there 
has been a considerable intrusion of interested and subjective considerations 
into this debate. The American opponents of the E.P.U. are mainly to be 
found in the camp of the International Monetary Fund and of those who share 
its views. They argue that the E.P.U. will not do anything which the I.M.F. 
cannot do, and that in fact the E.P.U. will further undermine the importance 
and authority of the I.M.F. in Europe. That is an understandable attitude, 
but it is quite another thing to rationalize this concern for self-interest and 
prestige by trying to make it an issue of major economic philosophy. The 
arguments as now expounded by the opponents of E.P.U. are that the further 
the multilateralism of trade and currencies proceeds in Europe, the more will 
European resources be expended within Europe—to the detriment of the 
major dollar-earning drive which should be priority number one. If this 
contention were reasonable, the principle would surely be equally valid in 
both directions—that is to say, it might equally be ar; gued that the best way 
of promoting Europe’s dollar indepe ndence would be to increase and extend 
the bilateral and protective mechanisms of trade and payments within it. 
Surely the truth hes at the other extreme. If Europe is to achieve solvency 
with the dollar world at a high level of trade, it must do so by extending not 
only the volume of its production and trade but also its productive efficiency. 
This efficiency can be most surely promoted by allowing a more liberal system 
of trade and a wider extension of currency convertibility to enforce progres- 
sively a concentration of productive resources upon their most economic uses. 
It is well to bear in mind that, although multilateralism is the means to this 
end, the end itself will not be achieved unless the projects for trade liberaliza- 
tion and convertibility are allowed to exert their salutary effects by exposing 
the sheltered industries to the blast of wider competition. 

If this is indeed the road which Europe needs to travel, then the arguments 
in favour of the E.P.U. are seen to be complementary, and not contrary, to 
those in favour of the maintenance of close relations between the United 
Kingdom and the sterling area. In acting as banker to the sterling area and 
in acting as a partner in the Payments Union, Britain will run some risk that 
her own ability to earn dollars directly will be impaired and that her danger 
of losing dollars directly will be increased. But natural revulsion against these 
possibilities should not be allowed to obscure the advantages which will accrue 
from progressive restoration of the traditional pattern of multilateral trade. 
Such a pattern used to take care of the dollar deficit before the 0g It did so 
again last quarter. Here, surely, is the most promising key to the solution of 
the dollar problem in the years to come when Marshall Aid will no longer 
be flowing. 
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Who Holds the Sterling Balances? 


HE Government’s unwillingness to disclose any detailed information 

about the distribution of the overseas sterling balances has been em- 

phasized afresh during the past month. The Economic Survey and the 
White Paper on the Balance of Payments give up-to-date totals of these 
balances, and also classify them into sub-totals of aggreg zate holdings by 
sterling countries and non-sterling countries, and into “ restricted ” and 
‘‘non-restricted’”’ accounts. Beyond this, however, nothing at all is revealed 
about their distribution. “A banker,” the Treasury argues, “ must not 
reveal the size of his customers’ accounts ' 

Fortunately, however, many of the individual customers have recently 
shown no such reticence about the size of their own balances. The depreciation 
in the gold value of their holdings as a result of sterling’s devaluation induced 
in some of them a mood of quite unaccustomed official garrulity. Thanks to 
these and certain other disclosures, it is now possible for ‘private investigators 
to make a reasonably reliable guess at the distribution of these balances, and 
to present figures comparabl e with the only detailed official figures ever dis- 
closed. These official figures, it will be recalled, related to June 30, 1945, and, 
although compiled by the British authorities, were published in 1946 in the 
report of a Congressional Committee in the United States. The purpose of 
the present article, which will be devoted to statistical analysis and not to 
discussion of policy, is to make an estimate of the distribution of the balances 
at the end of 1949. 

Table I sets down an estimate of the holdings at the end of 1949 of the 
nine countries whose accounts, according to an answer given by Sir Stafford 
Cripps in Parliament on November 2 last (and confirmed by Mr. Gaitskell in 
a further answer on March 9), are subject to some restriction. 

The figures given for Egypt in this table are based on official information; 
they refer to balances held on December 10 (when the State Bank made up 
its accounts). The figures given for Brazil are also believed to be reasonably 
firm estimates of Brazil's holding on the morrow of devaluation. Brazil’s 
balances may possibly have risen “by up to {10 millions between devaluation 
and the end of 1949 (there is belie ved to have been some del lay in paying over 
to her part of the sterling accruing to her from the operation of the revaluation 
guarantee attached to her binches d holding); on the other hand, it should be 
noted that Brazil’s balances as stated include up to £16 millions bespoken but 
not yet paid out to Britain in compensation for recently nationalized railway 
concerns, as well as the £17 millions now bespoken for the redemption of Brazil’s 
sterling bonds. The figure of £25 millions given for Sweden’s blocked holding 
represenis the amount segregated under the Anglo-Swedish agreement of 
July, 1947 (this agreem al was made prior to the convertibility experiment 
and it is not clear whether the sterling segregated in it is as firmly blocked 
as, say, India’s is); up to the end of 1949, however, there had been no releases 
from this segregated holding (Sweden had been running a favourable balance 
with the sterling area) and it is believed that the revaluation guarantee attached 
to it was nullified last September by the devaluation of the Swedish kronor 
in line with sterling. The figure of £20 millions given for Uruguay’s blocked 








044 THE BANKER 





holding is equal to the 417 millions originally blocked in 1947 minus three 
subsequent releases of {1 million plus the £6 millions accruing from the 
revaluation guarantee. 

The figures given for India, Pakistan, Ceylon, Israel and Iraq are subject 
to wider margins of error. Until the publication of the recent Balance of 
Payments White Paper it was not generally realized that much of the debt 
included in the British National Debt Return as ‘‘ Other Debt—-Internal ”’ but 
owed to foreign countries was included in the official tally of sterling liabi- 
lities. This debt, as Mr. Gaitskell revealed in Parliament on April 24, includes 
£167 millions owed to India, £8 millions owed to Pakistan and £5 millions to 
Ceylon; the debts to India and Pakistan represent, in the main, the capital 
value of the annuities purchased in 1948 by the Governments of these countries 
out of blocked balances for the payment of pensions to British civil and military 
personnel formerly employed there. Previous estimates of the sterling holdings 
of these countries in mid-1g48—which had been believed to have been authori- 
tative—-have had to be corrected for this circumstance. Previous estimates 





for the holdings of Israe] and Iraq in mid-1948 have been taken as being 
authoritative. 


TABLE I 
ESTIMATED BLOCKED STERLING BALANCES AT END 1949 

f millions Maximum 

Fully Blocked Working Balance 
Brazil .. : 31 6 
Ceylon 40 7* 
Egypt 25: 69 
India . 680 100* 
Iraq ; 82 3* 
Israel P , 25 7 
Pakistan 13 29° 
Sweden 25 17 
Uruguay 20 I 
1,286 227 


* Maximum agreed releases for 1049-50. 


The above estimates for end-1949 blocked accounts of these co intries are 
estimated holdings in mid-1948 minus releases agreed since; the releases 
allowed to them for 1949-50 are assumed for this purpose to have heen at the 
agreed maximum amounts for the provision of working balances for these 
countries by end-1949. It should be noted, therefore, that the estimates given 
for the blocked and unblocked — gs respectively of these countries are not 
necessarily equal to the actual holdings in their No. 2 and No. 1 accounts at 
the end of last year because aid releases are transferred from one account 
to the othe r only shortly before the need for additional free funds arises. This 
lag ; the difference between the £1,256 millions of 
‘fi locked balances ’’ included in Table I and the corresponding figure of 
llions ’’ given, for the same date, in the latest 
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ly 
rather more than £1,350 1 
Economic Survey 
The next estimate to be considered is that of sterling balances held within 
the sterling area. This estimate is given in Table II. The first column in this 
table shows holdings at mid-1945 as reported by the aforementioned Congres- 
onal Committee in the United States in 1946; these figures can be taken as 
authoritative. The second and third columns—holdings at the end of 1948 
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and 1949—give estimates made by THE BANKER on the basis of published 
data and other statements believed to be reliable; with one or two exceptions, 
the margin of error in these figures should not exceed 10 per cent. 

For Australia and New Zealand, firm estimates of sterling holdings are 
available from published statistics (New Zealand’s sterling assets, it should 
be noted, are always smaller at the end of the year than they are at the middle 
of it). The figure given for Eire’s net sterling balances at the end of 1949 is 
also ‘‘ firm ’’; at least, it is based on an estimate given by Mr. Costello just 
before the turn of the year. The estimate given for South Africa is drawn from 
the Reserve Bank’s weekly statement; the item for foreign exchange given 
there is believed to include the whole of the official holdings of sterling (but 
is known also to include a small amount of non-sterling currencies). The figure 
for end-1948 does not include the sterling equivalent of the outstanding portion 
of the gold loan (which had, of course, been wholly repaid before the end of 
1949). The basis of the estimates of the holdings of India, Pakistan, Ceylon 
and Iraq has already been explained. It will be noted that in Table IT (although 


TaBLeE II 
STERLING AREA BALANCES 
({ millions) 


30/6/45 31/12/48 31/12/49 
Australia i a ‘ 118 280 375 
New Zealand .. i ia 64 64 60 
South Africa .. ee i 33 35 55 
Eire ; bc ae a“ 179 225 225 
India .. ar : ‘ 820 720 
Pakistan i, a } ones { 155 140 
Iraq - “ ‘ ‘ 71 90 82 
Ceylon a 61 52 45 
Malava an ; 85 105 110 
East African Colonies ca 81 105 110 
West African Colonies sia QI 145 150 
Other Colonies, Dependencies, etc. 244 245 250 
Unidentified, errors and omissions — + 1 —25 

2,143 2,322 2,297 








not in Table I) an estimate has been attempted of the proportion of releases 
for the current year which had been spent by these countries before the end 
of 1949, so that the estimates do not equal the sum of blocked and working g 
balances in Table I 

The figures given for sterling holdings of Malaya, East and West Africa 
and other Colonies at the end of 1948 are authoritative; they are based on a 
Parliamentary answer given by Sir Stafford Cripps in May, 1949. The change 
in these balances between the end of 1948 and 1949 is, however, necessarily 
highly conjectural; the figures here may easily be Io per cent. out either 
way. The paucity of information about the balance of payments of the 
Colonies is one of the most serious gaps left in the whole field of trade statistics, 
although the Commonwealth Economic Committee has recently made some 
praiseworthy attempts to fill it. Last year’s enterprising attempt by the 
National Foreign Trade Council of America to estimate the distribution of the 
balances as at mid-1948 was made before this more recent evidence became 
available; and there is now no doubt that the Council tended to under-estimate 
the Colonial balances. This under-estimate was unfortunately repeated in an 
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assessment, given in THE BANKER in October, 1949, of the size of these balances 
on the eve of devaluation. 

It is believed, however, that the estimates now given in Table IT are 
reasonably near the truth—a belief which is supported by the comparative 
smallness of the figure which has had to be shown for unidentified holdings, 
errors and omissions. The estimates given in Table III for sterling holdings 
of non-sterling area countries are subject to a wider margin of error. The basis 
of the estimates for Egypt, Palestine, Brazil and Uruguay has already been 
explained. Estimates of the holdings of most of the European countries cited 
by name in this table (Belgium, France, Greece, Holland, Italy, Norway, 
Portugal and Sweden) have been drawn from various publications issued in 
these countries themselves. The estimate for Portugal has to allow for the 
fact that that country’s sterling holding carried a revaluation guarantee which 
became operative when the sterling price of gold was raised after devaluation; 

Taste III 
NON-STERLING AREA BALANCES 
(£ millions) 








30/6/45 31/12/48 31/12/49 
Egypt .. ‘< ne i 400* 340 322 
Palestine os si me 116¢ 37 30 
Belgium Pie e% a 37 15 12 
France .. wa ea os 40 Io 40° 
Greece ra ba a 55 _ _ 
Holland “ v i 69 5 25 
Italy .. bs ir - — 45 75 
Norway ave - ais gt 20 15 
Portugal wa + is 79 60 87 
Sweden si : is —_— 40 42 
Other European Ss és 29 65 85 
Argentina An ey - 86 80 fe) 
Brazil ais ; = 37 40 37 
Uruguay , ‘ Da 14 14 20 
Other Latin American F 5 15 21 
Persia .. is — , 22 22 32 
Others 64 7° 80 
Unidentified, errors and omissions -- + 153 + 114 

1,144 1,037 1,047 

* Including Sudan f Includ Transjordan. 
the greater part of Portugal’s sterling holding—/61 millions of it in March, 


1949, and £82 millions in March, 1950—appe ars In the British Nationa: Debt 
Return (again under ‘“ Other Debt—Internal ’ ) because it is loaned to the 
British Government under the Angio-Port ies agreement of 1946. 

Of the European countries not me atione <d by name in Table III, Germany, 
Switzerland, Denmark, Czechoslovakia, Poland, Finland and Turkey may pos- 
sibly have sizable sterling holdings: it is unlikely, however, that anv of them 
held more than {15 millions at the end of 1949 and an average holding of {10 
millions each seems a generous estimate. Other European holdings are known 
to be small and have been estimated in the table at £15 millions all told. 

The estimates given in Table III for Argentine and Persian holdings are 
unlikely to be underestimates although both these countries enjoyed revalua- 
tion guarantees. Argentina’s large apparent holding at the end of 1948 is 
partly accounted for by the fact that the £100 millions adv ance sterling payment 
made to her in Februz ry, 1948, had not been exhausted by the end of that 
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year. Holdings of sterling in Latin America by countries other than Argentina, 

Brazil and Uruguay are ies ly to be small, although Chile, Peru and Paraguay 
still have some sterling left. The only other major holders of sterling unspecified 
in the table are Siam (which held £20 millions at the end of the war), China 
(whose sterling holdings must surely be nearly exhausted now), Japan (known 
to hold less than {10 millions at the end of 1949) and the U.S.S.R. (there are 
no pointers at all here). Finally, there are Jordan and the Sudan, which, 

although inside the sterling area for exchange control purposes, are counted 
as outside it for the purpose of the global assessment of sterling balances given 
in the Balance of Payments White Paper. The holdings of these two countries, 
together with those of the four just mentioned, are represented by the very 
rough estimate of {80 millions for ‘‘ other ’ holdings at the end of Table III; 

this figure is subject to a wide margin of error. It is possible, indeed, that 
under-estimation here may account for a substantial proportion of the £114 
millions shown as unidentified holdings or errors and omissions. 

The recent Balance of Payments White Paper provided one other means 
of checking some of the figures contained in Table III when it revealed that 
revaluation guarantees cost Britain {60 millions in sterling in the second half 
of 1949. According to a Parliamentary answer given in November, 1947, 
revaluation guarantees were attached to British agreements with Argentina, 
Belgium (including the Congo), Brazil, Persia, Paragué iy, Portugal, Sweden 
and Uruguay; after this list was published, Chile is believed to have been 
added to the group enjoying guarantees. It is known, however, that the 
guarantees given to Sweden and Argentina cost Britain nothing, because the 
former devalued with sterling and the latter ran through its guaranteed sterling 
before the appointed tte It follows that the {60 millions must have been 
paid out to Belgium, Brazil (in respect of blocked balances only), Chile, Persia, 
Paraguay, Portugal and Ali this {60 millions should therefore equal 
approximately 30.5 per cent.* of their aggregate post-guarantee holdings (which 
means that their aggregate holdings should equal about {£196 millions). 
Assuming that {10 millions of the {21 millions of “ other Latin American 
holdings ’’ listed in the table belonged to Chile and Paraguay, the aggregate 
holdings of these countries at the end of 1949, as estimated in the table, would 
come to £193 millions—a reasonably close approximation to the indicated 
figure of {196 millions. 

It is, however, always impossible to be sure that estimates of the kind 
presented in this article do not contain some serious errors due either to incom- 
pleteness of the available data or to a misreading of the widely-scattered 
infermation—in several different guises and tongues—upon which estimation 
has to be based. It should be emphasized, too, that these estimates do not 
pretena to give an accurate picture of the holdings of Britain’s different 
creditors at the present time. Since the end of 1949 the sterling holdings of 

me European countries (especially Holland, Italy, Norway, Denmark and 
Sweden) are known to have fallen substantially; on the other hand, those of 
some sterling area primary-producing countries and of some non-sterling 
countries, such as Brazil, are believed to have risen sharply in the past four 
months. 





* The qualification ‘ ‘approximately’’ is needed because some of these guarantees, e.g. that for 


B lgium, are believed to have been based on the post-devaluation exchange rate with sterling, 


Not on the rise in the price of gold. 
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Security Dealings and Raden Control 
By A Special Correspondent 


BANKER briefly recorded, has recently made the new “ Uniscan ” agree- 

ment the occasion for a rearrangement and virtual codification of the 
main body of Exchange Control regulations affecting security transactions. 
This particular agreement, with its provisions for the freeing of capital transfers 
between Britain and the Scandinavian countries, necessitated certain changes 
in the regulations; but, apart from making these particular changes of localized 
significance, the Bank took the opportunity to issue “amendments ”’ to its 
‘ Instructions and Explanatory Notice Concerning Securities ’’ which amount 
to an up-to-date restatement of the main rulings of Exchange Control as it 
bears on security transactions. This is therefore an appropriate moment to 
look afresh at the whole structure of these particular controls, and to consider 
whether it does not now demand thorough overhaul. 

The present regulations must still be viewed within the broad framework 
set up by the Exchange Control Act in October, 1947. This Act brought to 
an end the war-time system, or lack of system, which had virtually destroyed 
the international security business in London; it permitted the re-establishment 
of a market, though a very narrow one, in American and other foreign securities. 
Much of the detail contained in the first regulations issued under the Act con- 
cerned the deposit of securities with Authorized and Temporary Depositaries; 
this detail was pretty straightforward and is well understood. It set up a 
preci autionary procedure intended as a pre-condition of the main change made 
under the new regime—the permitting of certain classes of dealing in foreign 
securities between United Kingdom residents and in United Kingdom securities 
between foreign residents. 

Since October 1, 1947, residents of the United Kingdom have been able to 
buy or sell any securities on a Stock Exchange in the Ui nited Kingdom, subject 
only to completion of certain forms. They have also been able to sell and 
re-invest outside the United Kingdom provided the securities sold and to be 
bought are payable in the same currency; but each switch has to be specifically 
approved, and must be completed within two months of the granting of the 
permit. Moreover, Canadian securities can be sold but not bought in Canada, 
and the dollars realized must be surrendered to the Control, and are used to 
reduce the outstanding balance of the 1942 Canadian loan to Britain. This 
restriction, it is fair to say, stems from Canadian, not British, regulations, but 
it is none the less unfortunate for London dealers in Canadian securities. One 
consequence is that whereas all United States securities are quoted in London 
at the same premium at any one time, premiums on Canadian stocks vary from 
security to security according to the supply and demand in London for each 
stock. On all foreign securities, of course, the London premiums vary from 
time to time according to the relative popularity with British investors of 
sterling and foreign stocks. These premiums have, in fact, mainly reflected 
the views taken on the outlook for the pound, but other considerations— 
American business prospects and the additional effective income obtainable 
on dollar stocks thanks to double tax relief—have played an important part. 


Te Bank of England, as an editorial note in last month's issue of Tue 
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When switching was first allowed in 1947, the premium on U.S. dollar stocks 
was about 15 per cent. Before devaluation the rate was 37 per cent., falling to 
g per cent. just after, from which level it has again risen to 16 per cent. 

This part of the Exchange Control regulations is fairly simple. The market 
has settled down to working within the restrictions and few difficulties have 
arisen or, indeed, could arise. Frequently, too, brokers and banks find the 
authorities sympathetic when out-of-the-ordinary cases are put up for approval. 
Difficulties are often encountered, however, when permission is sought for a 
switch into a security which is not expressed in the same currency as the 
security which has been sold. Such transactions, of course, are contrary to 
the principle governing the published regulations, but in August last an official 
notice virtually invited the market to try its luck in defined classes of operation, 
by applying for ad hoc permission on the merits of the case. An example of 
this class of operation would be a switch involving a sale, on behalf of a United 
Kingdom resident, of a Swiss franc security in Geneva and a purchase in the 
same centre of a United States stock for resale in London. In such cases 
approval is given only “ in the light of prevailing circumstances ’’, a vague 
phrase which appears to mean the relative—and changing—hardness or soft- 
ness of the currencies of the securities in question. 

Residents of the ‘‘ Scheduled Territories "’ (i.e. the sterling area) other than 
the United Kingdom have been able since October, 1947, to sell any securities 
on a United Kingdom Stock Exchange and to buy any securities except those 
known as Prescribed Securities. The Scheduled Territories are the Empire 
(except Canada and Newfoundland), British Mandated Territories, Protec- 
torates and Protected ee 3urma, Iraq and Iceland. Prescribed Securities 
are securities payable or optionally payable in United States, Canadian or 
Newfoundland dollars, Swedish kronor, Swiss francs, Belgian francs, Congolese 
francs and Luxembourg francs. Dealings, including switches, may be carried 
out for such residents in foreign securities (including Canadian securities, for 
the Canadian loan was only to Britain) subject to conditions similar to those 
described for British residents, but subject also to the requirements of the 
local Exchange Control, evidence of whose consent may be required. Most 
transactions for residents of these territories—like most transactions for British 
residents—are straightforward, and there is virtually no scope for trouble. 

The part of the Exchange Control regulations affecting security transactions 
which has caused most difficulty and feeling has, of course, been the restriction 
on dealings for non-residents, i.e. non-residents of the Scheduled Territories. 
By the early post-war phase, however, many people in the market had grown 
so accustomed, if not resigned, to the strait-jacket that they had virtually lost 
the power of objective criticism; they accepted any relaxations in a spirit of 
humble gratitude and surprise. Thus there were few complaints at the scope 
of the 1947 relaxations, and indeed the stipulations in the initial regulations 
were much less rigorous than those subsequently imposed and, on the whole, 
than those now ruling. The regulations drawn up in 1947 permitted non- 
residents to invest blocked sterling and to re-invest under switch licence in 
any securities (whether registered or bearer) which were payable solely in 
sterling and which were either irredeemable or redeemable more than ten years 
after the date of purchase. Prescribed securities could also be bought provided 
they were paid for in the same currency as that of the security sold; but any 
purchaser of Canadian prescribed securities had to be resident in Canada. 
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This last stipulation was again due to requirements of the Canadian authorities. 
Lastly, sales of sterling securities for non-residents were normally licensed if 
the proceeds were re-invested in securities payable solely in sterling. 

Thanks to these concessions, a considerable volume of foreign-owned 
sterling securities changed hands on the London market. There was, in 
particular, a substantial movement of bearer securities from European into 
American ownership, mainly as a consequence of the general need to acquire 
dollars. One group of securities especially affected was South African gold 
mines. With the prevailing discount in New York these could be bought at, 
say, $2.50 to the {, and thus gave very high yields, since the dividends were 
remitted at the official rate of $4.03. As many of these transfers of gold mining 
shares were from soft currency countries, the South African authorities became 
apprehensive at the growing dollar liability for dividend payments (somewhat 
illogically, on a short view, since even the soft currency dividends involved 
settlement in gold if the transfer was arranged through London); and in 
April, 1948, at the instance of the South African authorities, the Bank of 
England imposed a ban on switching by non-residents from sterling into 
South African securities. 

This was a localized, though vexatious, restraint upon the new freedom. 
Three months later, however—on July 14, 1948—much more serious and 
comprehensive new regulations were introduced. From that date switch 
licences for the sale of sterling securities were normally granted only if the 
re-investment was in stock issued or guaranteed by the British or Northern 
Ireland Government and not redeemable within ten years—unless the switch 
was to be made into a security of similar class to that sold, was quoted on a 
United Kingdom Stock Exchange and was not redeemable within ten years. 
(Switches between British Government stocks were exempt from this last 
restraint, but the security to be bought had to have a life at least as long as 
that sold.) The classification of permitted securities, into thirteen groups, 
followed the pattern of the Stock Exchange Official List; its finicky nature 
was shown by the separation of Corporation Stocks from British Government 
issues and by the sple ndid isolation of shipping securities, in Group 13. A 
further condition of approval was that the country of issue of the securities 
should remain unchanged, except that in some instances regard would be paid 
to the principal place of operation and not that of registration. 

Two other new rules were laid down at this time. The first required evidence 
to be given that securities to be sold had been in the possession of a resident 
in the country of the beneficial owner since May 1, 1947. Secondly, it was 
stated that certificates would not normally be issued for export of sterling 
bearer securities of any type. Both rules hit dealings in bearer securities hard. 

Taken together, the aeeniiiaie to the regulations in July, 1948, very 
seriously reduced business on non-resident account. In February of last year, 
in fact, it was tacitly admitted that the authorities had gone too far. It was 
then announced that switch applications would be considered irrespective of 
the groups to which the two securities belonged; this procedure was described 
as “‘ experimental’. At the same time British Government, Corporation and 
Public Board stocks were amalgamated into one group, but it was stated that 
no switches out of this group would be permitted and the ban on any change 
in the ‘‘ borrower ” country would be maintained. In addition, the period of 
validity of licences was cut from two months to one, and purchases of bearer 
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securities were forbidden except where the securities sold were non-registrable 
and the securities to be bought did not exist in registered form. In effect, the 
net gain was scanty, but the amendments did show that there was a door which 
could be pushed open a little with really hard shoving. 

Later in 1949 further concessions were made. Up to that time blocked 
sterling, whatever the source of the credit, could be used to buy only British 
Government stocks with a life of ten years or more. From April, 1949, how- 
ever, blocked sterling arising from security repayments has also been usable 
to re-invest in any securities into which a switch would have been allowed from 
the issue that had been repaid. More important was the modification 
announced in August, 1949, that applications for transfer of sterling securities 
between non-residents living in different countries or monetary areas would 
thenceforth be considered. 

Except for Scandinavian securities—which will be separately discussed 
below—the regulations on dealings for non-residents have remained unchanged 
in principle for the last nine months. To sum up the present position: 


(1) Non-residents may sell on a Stock Exchange in the United Kingdom 
(or, if not on a Stock Exchange, then at a price approved by the 
Bank) any security which is payable solely in a currency or currencies 
of the Scheduled Territories provided that any applicable conditions 
regarding deposit with an Authorized Depositary have been fulfilled. 
The security must have been continuously in the ownership of 
residents of the same country since May I, 1947, unless it has been 
acquired since then with permission from an Exchange Control 
of the Scheduled Territories, or has since been imported into the 
United Kingdom under licence, or has been in the same beneficial 
ownership since the owner became permanently resident in his present 
country of residence. Sales must either be effected within one month, 
or have been effected not earlier than 21 days before the application 
for authorization. (No recognition is, of course, given to any deals 
made “‘ subject to licence ’’’; such deals are entirely at the broker’s 
risk.) The proceeds of all sales must be placed to a blocked account 
or re-invested in approved securities. 

(2) Non-residents may 6uy any security, except a Prescribed Security, pro- 
vided payment is made in sterling appropriate to the country of 
residence of the purchaser. (Mexican Eagle Preference and Ordinary 
Shares may be bought only if payment is made in American account 
sterling.) Non-residents may buy Prescribed Securities only if 
payment is made in sterling appropriate to the currency in which the 
security is payable, if the new owner resides in a country appro- 
priate to the type of sterling paid and, in the case of a Canadian 
security, if payment comes from a Canadian account. The only pur- 
chases which may be made from a blocked sterling account are pur- 
chases of British Government securities with a life of ten years or 
more, except for the concession mentioned above regarding credits 
from redemption of securities. 

(3) Non-residents may switch holdings (assuming the securities for sale 
conform with the conditions in (1) above) into ‘ such securities as 
may be approved by the Bank at the time of application ’’. At present 
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approval will normally be given if the stock to be bought is not 
redeemable within ten years and if the “ borrower ”’ country remains 
unchanged. Switches from British Government and Corporation 
holdings, however, will be allowed only if made into similar securities, 
Bearer securities can be bought only if they do not exist in registered 
form and if non-registrable bearer securities are being sold. The 
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British control authorities now normally permit residents of Denmark, Norway 
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dollar burden of interest payments. So long as the free transfer of interest 
payment etween centres 1s maintained, there can be no advantage in re- 
stricti g Ovement of the ov nership of the securiti 

There is even less logic in the restriction on itch etween sterling 
securities he restrictions have been watered down im the past year, 
they still greatly limit the scope for attracting business to London. Foreig 
holders of tish industrials, for example, mig! lt lh i 
if the proceeds could temporarily be placed l a Vl t iter 
re-investm say, in other industrials. The ban on switching from British 
Government st s, of course, entirely prevents such action and the business 
is lost. ty} same ¢ bj¢ tion applies to the rete ntion, despite a great volume 
ff protests, of the restrictions on any change in the “ borrower’ country in a 
switch. Any switch of investments involves expenses in the form of th 
jobber’s tt broker's commission and stamp duties, which are equal to, say, 
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a discour nd especially, of course, that locked up in British Government 


SLOCKS (& edged security sterling WwW is recently quoted in New York at $1.61} 
compat G Ith 32.04 i01 iInaguStrlai ste ling ind $2.1 for South African). 


[his attitude is quite illogical, for the discount on the pound in New York is 
the counterpart of the premium on the dollar here, which is officially recognized 
in that it must be included in valuations of U.S. stocks for probate. In practice, 
however, the regulations aggravate the discounts. Sterling securities owned 
by non-residents still change hands, but centres other than London get the 
business; in these foreign centres securities are naturally transferred at the 
prices at which buyers and sellers meet, without regard to the feelings of the 
British authorities. If greater freedom of dealings were permitted in London, 
the widening of the market would tend to lessen the discounts. This is especially 
true of the discount on Government issues; gilt-edged are naturally unpopular 
so long as no foreigner can switch out of them. 

The authorities should also consider whether experience gained since 1947 
does not suggest that the administration of the controls might be made less 
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cumbersome. For instance, is any useful purpose served by the insistence that 
ipplications for switch licences must show a precise balance of sales and re- 
investments, under pain of having any surplus frozen in a blocked account? 
In practice, as the authorities perhaps know even better than the market, an 
overseas broker who is effecting a sale collects together other brokers who may 
be buyers of securities of the same group, and names half a dozen or more 
different brokers through whom the balancing re-investments are to be effected. 
Che additional office work thus created both for brokers and for the authorities 
ss instead of being required to make separate 
applications for switch licences brokers were authorized to carry out transac- 
tions over a limited period of time, making periodical returns to show that they 
were maintaining a balance between sales and re-investments, a great saving 
in time and troub le would result. Of course, there would be a risk that the 
privilege might be abused, but a broker who transgressed could be subject to 
the effective penalty of the black list. 
Admittedly, there are still some 
tain that operated as sympathetically as possible; but even 
these observers admit th at there are de ‘ficiencies on what might be called the 
public relations side. attitude of the authorities is still that those wanting 
S eer t find out for themselves where they stand. A minor 

instance was the recent change which extended from 7 to 21 days the period 
during which applications can be made for a licence for a sale already effected. 
From the practical standpoint this was a very important and most useful 
concession, but the attention of those interested was never specifically drawn 
to it; it was merely tucked away in the host of amendments recently circu- 
lated, most of which were not true amendments at all, but merely restatements 


of existing rules. Very few busy dealers could really be expected to plough 


meticulously through the whole list forthwith. 

This take-it-or-leave-it attitude is not fair play when the whole matter 1s 
so complex and when the principles are so inscrutable. Some of those who 
seek to deal for foreign houses or in foreign securities may well be more concerned 
with chances of profit than with the effects of their deals on sterling. Their 
incipals will roonins have no great regard for this country’s interests. 


' 


is eoravatinn in the extreme. If, 
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But harmful or dubious transactions are in a small minority. London's leading 
place in the international security market before the war was a very important 


source of income to this country. The scope for its restoration now is limited, 
but the need to foster any source of foreign exchange earnings is greater than 
ever before, and any restoration of these international facilities will add greatly 
to the prestige of sterling. Britain can make the best of what chances there 
only if controls are reduced to the minimum and are operated flexibly, 
vith understanding of the problems of those who are striving to 

gn In many of these transactions there is no need at all 
for foreigners to deal here; at present, in fact, they are all too often dealing 
elsewhere. Business can be attracted here only if it can be put through with 
certitude without much fuss. The aim of the authorities should be to co-operate 
with the market to get for London all the business that is possible without 
running undue risks. If they will only look at the whole problem afresh, they 
will find there is much that could be done without doing violence to any of 


their cherished principles. 
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Building Societies in 1949 
By Harold Wincott 


HE building society movement is accustomed to Jeremiahs. It is also 
accustomed to jeremiads which, in the event, prove pointless. In part, 
the fact that the prophets of trouble have been proved wrong may be 
attributed to the robustness of the movement, the lusty growth of which 
between the wars was one of the most remarkable phenomena of our economic 
development. In part, however, even the building societies will admit that 
they have been fortunate. The over-extended position in which many societies 
fou nd themselves at the end of oe ninete en- -thirties beomget beset retribution 
war economy ‘as Thereafte T, possi she societies were floated off 
e later inflationary waves. Similarly, after the war, observers both inside 
and outside the movement foresaw possible trouble—on two alternative and 
opposing scores. Either, it seemed, the movement would suffer from the lack 
of opportunity inherent in the post-war set-up, or, if the scope of activity 
should unexpectedly prove to be greater than seemed likely, the activity, 
be ung based on greatly inflated property values, would be potentially dangerous. 
In the first event, the movement might slowly have unwound. In the second, 
ar nace lessening of inflationary forces would have made much of the 
ost-war expansion a matter for regret. 

The fears on the first score were soon dispelled. Despite the Government’s 
policy of virtually suppressing the building of houses for private ownership, 
turnover in second-hand houses has been—and has continued—so great as to 

p the building society movement very actively employed. Although few 
tatistics are available on the matter, it seems logical to conclude that the 
lovement’s post-war activities have fallen into two more or less distinct 
categories. First, in the immediate post-war period, there would have been 
business arising from the inevitable re-settlement of a population which 

rooted and ‘“‘ pushed around ”’ during the war years in a fashion unique 
rld’s social history. The demobilized service man (and woman), the 
t worker in the war factory or bureaucracy, each and all with gratuity 
and war savings—these must have been the source of a great deal of building 


> 


society business in the early post-war years. This business should, however, 








ve passed its peak by the end of 1946, and can hardly have been a factor 
atter the end of 1947. Yet, as the figures cited later show, mortgage advance 
business continued to expand, although at a slower rate. It was at this 


stage, obviously, that the second phase of post-war development in the move- 
ment got under way. This, not to put too fine a point on things, consisted of 

‘liquefaction ”’ of the war and post-war inflation of property values. Even 
the humblest house-owner appears to have appreciated, to the confounding of 
the planners, that a house which was worth £800 in 1938 and which now had a 
market value of, say, £2,000 could be used as the basis of a transaction which 
would provide him with the funds necessary to redecorate it (or even to pay 
lor a car, or a holiday, or a child’s education). The owner of rent-controlled 
property found in the building society movement a means of cashing in, not 
on the full extent of the inflation in property values, but—through “ sitting 
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tenant © tr ctlons—on a sufficiently substantial portion of it to encourage 
him to proceed with the deal. 

It is, ¢ much too early to say whether the doubts wl hi ( ich some | ype 
have expressed about the wisdom of much of this “ second ase ”’ business 
can be dismissed as merely alarmist. Just as the war-enge aa red infiation 
floated many societies clear of the rocks which were ig Perr 1g tO appear in 
1938 and 1939, so the continued refusal of the politicians now to embrace 
anything more than the mildest of disinflationary policies has undoubtedly 

kept good nuch post-war mortgage business which would otherwise cer- 


tainly have proved a fruitful source of trouble ere this. (It is noteworthy that 


TABLE | 
THE MOVEMENT’S COMPOSITE BALANCE SHEETS?* 
1938 








LIABILITIES \SSETS 
£ mn. ; ££ mn 
Shares 545.3 72.2 Balances due on mortgage 686.5 90.5 
Depo sits 155-7 20.5 [Investments 53-2 7 
Other Liabilities 3 r.8 Ot assets 18.9 2 
Balance of Profit and Loss 
and Reserves 41.6 5.5 
758.9 100.0 758 10.0 
1948 
mn A £ mn f 
S 768.0 74.0 Balances due on mortgage 836.9 80.8 
D 192.0 18.5 Investments : so. SOBs 15.5 
( 15.3 I h Ss ) ~ 
B it and : 
) 6 
1,037.9 I 1,037 100.0 
1949 
I £1 
Shares $56.0 75. Balances due on mortgage 951.0 83.4 
Deposits 200.0 17.5 Investments ‘ 146.0 r2.8 
Other Liabilities 18.0 r.6 Other asset: , 43 7.8 
Balance of Profit a Loss 
and Reserves ( 
140.0 100 1,140 
* Figures for 1 elate to 971 societies then on the register; partly in consequence yf amal- 
gamations within the movement during the intervening decade, the 1948 composite balance- 
sheet relates to 847 societies and that for 1949 (which is an estimate, based on the accounts of 
150 societies, representing 88 per cent. of the total assets of the movement) to about 850 


so conservative a building society leader as Mr. Algernon Denham, President 
of the Halifax Society, acknowk dg ed in his 1 recent speech that the upward trend 
in property values continues; devaluation may, in the main, be an external 
acknowledgment of past inte al inflation, but there can be no question that 
devaluation itself in the circumstances in which Britain devalued last year 
gives the inflationary spiral a fresh twist.) The building society movement, 
in short, is at the mercy of wide political and economic circumstances as much 
as any phot + department of our life, and it may be that the expansionists in 
the movement are banking on the simple truth that no politician, of whatever 
country or party, is willing to embrace defi: itionary policies. 

So much for the general background against which the building society 
movement has been operating since the end of the war. What of the particular 
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experience of 1949? Viewing the movement as a whole, as we can do by 
reference to Table I in this article, there is certainly no cause for alarm or 
despondency. Continued expansion there was, sufficient to take total assets 
well above the {1,000 million mark, reached for the first time at the end of 
1948. But the pace of the expansion, already less marked in 1948 than in 
1947, Slowed down still further last year. If we regard the mortgage advance 
level of 1938 as equal to 100, the following picture of the post-war record 
emerges: 

1938 1946 1947 1948 1949 

100 137 177 193 202 
The continued expansion has inevitably, in a year in which most societies for 
the first time since the war found it necessary to court the investor, caused 
some fall in the movement’s liquidity ratio, which has come down from 19.2 
per cent. of total assets to 16.6 per cent. (These figures assume that ‘‘ other 
assets ’’ in the composite balance sheet are wholly liquid; this, of course, is 
not the case and to that extent liquidity throughout is overstated.) Even so, 
the movement is still a great deal more liquid than it was in 1938, when it was 

Tastes If 
MORTGAGE BUSINESS 


(£’000's) 








1938 1948 1949 
New Repay- Balance New Repay- Balance New Repay- Balance 
Advances ments® end of year Advances ments* endof year Advances ments® end of year 
Halifax , 20,34r 18,22 105,178 26,348 23,820 103,885 29,IIr 23,880 113,942 
Abbey Nationa! 13,499 12,573 79,207 21,948 16,855 76,222 28,1409 17,770 90,192 
Cheltenbam and 
Gloucester 1,162 6,261 2,806 2,230 8,996 3,382 2,152 10,649 
Leeds and Holbeck 751 4,224 2,296 1,350 6,212 2,281 1,506 7,281 
Leek and Moorlands 994 6,047 4,429 3,047 13,118 5,057 3,323 15,452 
ddersfield 2,033 2,109 13,332 3,008 2,428 10,671 3,352 2,533 
Woolwich Equitable ft 6,277 5,930 45,921 12,051 9,939 41,405 13,8$% 10,044 
ToraL 
Sevsw Societies . 45,656 41,743 250,169 72,886 59,669 260,505 85,174 1,208 296,680 
* Including interest. ¢ To January 31 of following year. t To September 30. 


content with a ratio of under 10 per cent. The composite balance sheet also 
brings out the relative decline in the importance of deposits as a means of 
securing finance. Before the war, deposits represented 20.5 per cent. of total 
liabilities. By 1948, the percentage had fallen to 18.5, and last year there 
was a further decline, to 17.5. One explanation of last year’s decline might 
well be the rise in interest rates, which occurred that year. On the whole, 
building society investors are insensitive to changes in the general interest 
rate structure. But it might be that the rise in the long-term rate in the 
gilt-edged market to 34 per cent. and more had its effect on building society 
depositors; the grossed-up return on a rate of 1} per cent. tax paid—which 
is the rate now usually paid on deposits—is just under 3.2 per cent. Finally, 
it may be noted, on the composite balance sheet, that taxation at its present 
level is making it impossible for the movement as a whole to achieve any 
sensible improvement in its reserves ratio. 

A factor which may be of importance to the movement’s future liquidity 
ratio emerges from an examination of Table II, which is the first of our custo- 
mary tables covering various aspects of the finances of a sample of seven leading 
representative societies. Mortgage repayments, as is well known, reached 
embarrassingly high levels during the war years, as a result of the general 
liquidity and lack of alternative investment avenues in the general economy. 
Proportionately to new advances, however, repayments last year fell sharply. 
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Indeed, if we express repayments as a percentage of new advances, the result 


is as follows: 


1935 L940 1947 1945 194! 
g1.2 53.5 > B S1.9 71.5 


This considerable change very largely reflects, of course, the more aggressive 
advances policy followed by some societies. In absolute terms, the most 
marked expansion among the seven societies was seen in the Abbey National, 
whose advances last year were within striking distance of those of the con- 
siderably larger Halifax Society. (Total assets of the two societies are now 
respectively {103.9 millions and £154.5 millions.) Proportionately, however 
the greatest expansion has been shown, relative to pre-war, by some of the 
TABLE III 
SHARE AND DEPOSIT MOVEMENTS 


(in £’000’s) 





SHARES DEPrositTs 
With- Balance With- Balance 
Subscribed drawn* end of year Subscribed drawn* end of year 
1939t 11,6092 9,466 87,280 9,309 10,092 35,004 
Halifax oii < 1949+ 0,534 9,176 96,084 11,002 9,186 42,932 
.1950t 14,435 10,617 101,929 9,025 10,335 42,94! 
1938 8,532 10,701 66,829 9,970 3,189 14,549 
Abbey Natiozal <~ 1948 5,502 4,822 67,386 2,058 2,181 3 3,07¢ 
1949 18,968 5,615 82,364 3,648 3,165 3,746 
1938 67 25 4,447 506 525 1,got 
Cheltenham and | 193 73 425 a 447 ee Jag pa 
Gloucester ~ 1945 1,373 073 5,176 26 rz 3,101 
<3 1949 1,639 889 9,112 335 %29 3,223 
1938 647 448 05 57 322 1,23 
me i= 2. £ se = & S 
Holbeck } 4 4 ¥ oie neue J 23 a 
1949 1,447 794 6,878 323 334 1,505 
1938 90 77 5,25¢€ 210 228 858 
Leek and } ss = > ' ao = rs : 36 se ne 
“ v4 ) ) v4 < > 44“ 4 4 
Moorlands 4° eer 4 4 — cert 
. 1949 3,215 1,402 14,404 405 243 595 
{ 1938 858 1,018 10,381 714 641 283 
Huddersfield < 1948 660 710 11,178 357 394 3,502 
| 1949 1,190 810 11,826 474 439 3,504 
7 : 8 3,032 2, o6f 27 8 2 648 2 422 80%) 
Woolwich 1938} ee ages 7408 pm — gpg 
it < 1948T 2,838 2,725 40,199 2,578 1,871 3,88 
Equitable .. } . it 
L 1949T 5,987 3,732 44,410 2,224 2,343 8 gos 
TOTAL 1938 26,943 25,701 204,655 21,720 15,432 66,727 
SEVEN < 1948 24,012 19,935 241,523 18,050 14,875 74,68 
SOCIETIES 1949 46,884 22,809 270,983 17,587 17,688 75,78 
* Including interest. t+ Year to January 31. t Year to September 30 


smaller societies. Thus, the greatest increase as compared with 1938 has been 
scored by the Leek and Moorlands (1949 mortgage advances 4.2 times those 
of 1938). Cheltenham and Gloucester (2.7 times) comes next, with Leeds and 
Holbeck and Woolwich Equitable (2.2 times) bracketed third. On this basis, 
the Abbey National’s doubled advances seem modest. Significantly enough, 
however, two Yorkshire societies have been content with increases of but 
1.7 times (Huddersfield) and 1.4 times (Halifax). A movement which was 
completely static within itself, with no expansion or contraction among its 
individual units, would be a dull movement indeed. Such a state of affairs 
has never existed among building societies, and evidently different societies 
take very different views on policy and prospects. At the same time, this 
relative deterioration in repayments experience suggests that the movement 
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from now on may need to revise earlier ideas on the “ correct ’’ liquidity ratio 
it should maintain. 

Table III details the movements in the share and deposit departments of 
the seven societies, the broad trends in which have already been discussed in 
dealing with the movement’s composite balance sheet. The movement, as 
then mentioned, was in 1949 actively seeking new funds from the investor 
for the first time since 1938. Nevertheless, withdrawals in deposits among 
the listed seven societies balanced subscriptions. This is somewhat better than 
the experience of some other savings media in 1949. In striking contrast, 
however, is the fact that the seven societies attracted {46.9 millions gross in 
their share departments, almost double the amount secured in 1948. The 
withdrawals experience, moreover, was much more favourable than that either 
of the previous year or of 1947 or 1938. Last year, withdrawals amounted to 
49 per cent. of new subscriptions. In 1948, 1947 and 1938, the figur 


? 


83, 75 and 95 per cent. respectively. In the light of the experience « 


mt 


TABLE IV 
LIQUID RESOURCES 





(£’000’s) 
1938 1945 Toye 
Cash Investments* Cash Investment Cash Investments 3 
Halifax* .. , 5,157 17,152 4,700 39,490 2838 3 
Abbey National 2,086 6,041 1,626 9,277 2,692 
Cheltenham and Gloucester 7 914 109 3,404 $1 
Leeds and Holbeck 37 213 81 1,661 $4 27 
Leek and Moorlands 30 408 230 1,430 is : 
Huddersfield es ; 408 833 329 5,000 
Woolwich Equitablet 21 2,985 1,315 9,397 1.08 
ToTAL SEVEN SOCIETIES 8,056 28,576 8,390 69,725 10,242 62.2 
* At January 31 of following year. + At September 30. * At market value 


national savings movement last vear, this performance is bot] 


and interesting. It would suggest that the higher interest rate offered on 
building society shares—the now general 2} per cent. rate is equivalent to 
4.1 per cent. gross—coupled with the absence of any possibility of market 
depreciation, and skilful advertising, have an appeal to investors which other 
media lack. 

Table IV reflects for the individual societies the slight loss of liquidity 
already noted in the movement’s composite balance sheet. It is also note- 
worthy that although the seven societies report a decline in aggregate invest- 
ments, their cash holdings—al hi I 


ones 


lings—-also in the aggregate—are higher. In 1949, for 
the first time since the Daltonian cheap money campaign, investment deprecia- 
tion is a fairly common feature in building society balance sheets; of the seven 
societies examined, market value is below book cost in four cases. The book 
losses are in no case heavy, but it may well be that the experience of 1949 in 
the gilt-edged market swung the scales in favour of larger cash holdings. It 
may be expensive to hold cash, or its equivalent. But over the last year or 
two it has certainly been cheaper than holding long-dated or irredeemable cilt- 
edged issues. 
ad 

We thus return to our starting point—the general position of and outlook 
for the movement—fortified by this brief review of its financial trends during 
1949. On the whole, the movement is in good trim to meet whatever may lie 
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} f tl mel it is by its nature beyond the reach of the 
| Tt has b expre d, for example, that the “ sitting 
nal business, in which so much of recent mortgage advances has been 
lone, is the nearest which the movement is allowed in to-day’s circumstances 
( inal and traditional aims. There is much to be said for 
5 j it may be wondered whether the difference between a 
Si tenant and the owner of a house bought on mortgage is always as fully 
ited as it should be. T sitting tenant is accustomed, generally 
rent—-and that is often lected from him. 


He has 1 no experience of the husbandry involved in the remittance of 
nonthly mortgagt yments, rates and repair bills. Even without deflation 
1d a higher level of unemployment than that to which we have become 
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ustomed for almost ten years ni it might well be that this type of business 
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induly high proportion of transactions involving large single mortgages’ 
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NATIONAL BANK OF IRAN) 

Incorporated by Re in 1927. Holder of Exclusive Right of Note Issue 
i APITAL FULLY PAID . ae Rials 300,000,000 
| ESERVE (Banking Department) . : ; Rials 1,030,000,000 
| 











ERVE (Issue Department) ..._. Rials 1,000,000,000 
ornor and Chairman of Executive Board: BOL HASSAN EBTEHAJ 
HEAD OFFICE: TEHRAN, acea (Persia) 
Over 190 Branches and Agencies throughout Iran 
New York Representative: London Representative: 
One Wall St., New York 123 Old Broad St., London, B.C.2 


| ORRUSPONDENTS IN IMPORTANT CENTRES ALL OVER THE WORLD 












he Bank, through its Banking Department, offers complete banking service for Foreign Exchange 
T ransac s, provides special facilities for Documentary Credits, etc., and with its numerous 
Branches in Iran deals with ev very description of banking business. Especial services for all kinds 











of information regarding import, export and trade regulations in force in Iran. 
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Debate on Export Indemnities 


' 


in an article tn th Dec issue of THE BANKER, Mr. W. W. Syrett drew attention 
nflict of interest whic ch he ad arisen between exporters and bankers lag the latter's 





insistence upon an indemnity whenever shipping documents tendered under a credit do not 
trictly conform—evei neal for merely technical reasons—to the terms of the credit. This 
is a matter, of veal moment for Brit “es s expo vt driv , in which exporters, bankers and ship- 
mwners are all equally involved, and se ficial discussions are now taking place between 
epresentatives of the three groups in the hope of devising a remedy 





THE BANKE! re glad to pu lish three further contributions to this debate. In 
he first, Mr. Robert Beckett, Chairman of the Trade Terms Ad Hoc Committee of the Asso- 





i f British Char f ( ce, puts forward a solution from an exporter's point 
f view. In the light of this, Mr. Svreti makes new suggestions for concerted action which 

ld t )-operatt f shipowners. In the third article, Mr. Peter Duff, Shipping 
dij y f ao h o Ship Lng fe} j 1. sd 7 iss t} h / ones 's bointoat 12 aN 7 ruts fos te ara 
is suggestion ih 


I—An Exporter’s Point of View 
By R. Beckett 
Meat: SYRETT’S article in the December, 1949, issue of THE BANKER was 


well timed, for highly important discussions are now taking place on 
the whole question of indemnities to bankers against irregularities in 
documents tendered under letters of credit. Mr. Syrett rightly says that “ 
divergence of interest seems to have arisen between bankers and cena 
in construing the nature ay -xtent of obligations arising from the use of 
bankers’ indemnities’’. These indemnities are, indeed, a source of much 
embarrassme nt and irritation to exporters, many of whom feel, rightly or 
hat banks are frequently unreasonable in their demands for them. 
In the writer's opinion, the demands of banks for such indemnities often 
attach to a letter of credit a liability which the exporter’s own contract does 
not ju stify. 

In any shipment to a consignee against usual draft terms, the bill of lading 
with all its clauses is almost invariably accepted by the consignee without 
demur, unless, of course, it is claused in such a way as to indicate that the 
—_ and/or the packing are in bad condition. Unfortunately, banks covering 

a letter of credit do not adopt the same practice. Under normal trade practice 
it often happens that certain types of merchandise are shipped loose without 
packing, but that the steamship company inserts a clause such as “ unpro- 
tected ’’ on the bill of lading calling attention to the lack of packing. It seems 
that the automatic action of banks in such cases is to demand an indemnity 
from the exporter. 

A simple example which may be cited is that of a few tons of iron bars or 
similar material. According to trade practice and custom for many generations 
past, these are shipped loose and devoid of packing. Everyone knows this to 
be the practice. The exporter knows it and so does the carrier; the consignee 
expects the bars to arrive loose, and indeed would probably refuse the goods 
if they arrived packed, because he would believe, and rightly so, that there 
would be additional cost in the invoice price which might have been avoided. 
Nevertheless, banks customarily require guarantees from exporters in such 
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cases. What is the result of this? So far as the exporter can see, it means that 
he himself takes on his shoulders the grave risk that in a falling and adver 


market his buyer _— may regret his contract and, if he kn ws that an 
indemnity in respect of the documents has been given by the exporter, he may 
make it an excuse for rejecting the shipment, alleging that the bank should 


not have paid against “irregular ’’ documents. In such cases the exporter is 
left with the obligation to refund the moneys received under the letter of 
credit. It must be emphasized, moreover, that this risk to the exporter is 
greatly enhanced if bankers look upon it as a positive obligation to reveal ih 
existence of an indemnity. It seems incredible to an exporter that, in such a 
case as that cited, a bank should consider it = to advise the corresponding 
bank abroad that an indemnity has been taken; for if the bas k abroad claims 
the night to divulge such information to the buyer in turn (which, in the present 
writer's experience, is the practice), the disclosure may evidently create a 
liability for the exporter through no fault or contract-failure on his part 

It is understandable and reasonable that a bank should demand an indem- 
nity from an exporter if there is a clause in the bill of lading which directly 


$4} 


impugns the condition of the goods or which states as a fact the weakness of the 
packing, for there is then reason to suspect that the goods may arrive in bad 
condition at their destination. Exporters as a whole are firmly convinced, 
however, that clauses are often needle ssly inserted in bills of lading; especially 
is this true of those added clauses which, in effect, merely call attention to 
repudiation by the steamship company of a liability which is already excluded 
by the printed clauses in the bills of lading. Exporters are naturally aggrieved 
that steamship — consider it necessary to insert an additional clause 
emphasizing directly or by inference their repudiation of a liability already 
provided for in the bill of lading when banks ap par ently consider mm the 
mere presence of an added clause places an obligation on therm to demand an 
indemnity. 

In the writer’s opinion, bankers should, in much larger measure, adapt 
their own usages to the many well-known and helpful trade customs and 
practices. For example, cartons have proved themselves to be the best and 
cheapest type of packing in many trades. The exporter therefore does not 
accept the steamship peal view that carton packing is necessarily 
inadequate, and refuses to believe that his bank has a right to place on his 
shoulders an obligation which was never intended by the terms of his contract 
simply because steams hip companies appare ntly have an aversion to carton 
packing and generally clause bills of lading accordingly. 

It should not be overlooked, of course, that in many instances the claus 
of a bill of lading may not in any way impair the validity of the insurance 
cover; in such circumstances, evidence that the underwriters are acceptu 
the nsk repudiated by the “ clausing ’”’ may sat isfy the bank and thus avo 
the necessity for indemnity. Exp orters would be well advised to make the 
fullest use of this circumstance when it exists. They should take their stand 
on the argument that a bank cannot reasonably demand an indemnity where 
the risk it wishes to cover is in any event already accepted by underwriters 

The whole question resolves itself, in fact, into one of what is and what 
is not a clean bill of lading from the banks’ point of view. About the exporters’ 
point of view, it is possible to be almost dogmatic. In the writer’s opinion 
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a clean bill of lading is not soiled by the presence of such clauses as “ unpro- 
tected ’’, ‘‘ weight said to be ”’ and the like, but would be soiled by the presence 
of a clause such as “ barrels eeein ”. or “ bales torn’, or any other clause 
which states as an incontrovertible fact that the condition of the goods is not 
all it should be. A mere expression of opinion on the part of the steamship 
company on what is or what is not adequate packing should be treated as an 
expression of opinion and nothing more. If the steamship company is con- 
vinced that the packing is indeed inadequate, the exporter should have the 
opportunity of stopping shipment before loading. If after such a warning, 
he chose to allow the shipment to proceed and the steamship company was 
willing to accept it, then the exporter would take full responsibility for the 
resultant clause and could not grumble at the eventual demand by the bank 
for an indemnity. 

As the interests of exporters, banks, steamship companies and under- 
writers are all bound together, it should surely be within the power of all 
parties to come to some mutually acceptable arrangement and to agree on 
clearly defined rules on which clauses would entitle banks to indemnities and 
which could be accepted by banks as the ordinary everyday incidence of 
exporting. In the writer’s opinion, the clauses could very well be divided 
into three categories: 

(1) Factual clauses such as those which state directly and without qualifi- 
cation that the goods and/or the packing are in bad condition; that 
is to say, clauses which are not in themselves expressions of opinion 
by the steamship company, but are statements of incontrovertible 
fact, carrying with them potential claims for damage or loss. 


A 
u 


(2) Clauses inserted by steamship companies as a measure of protection or 
as repudiation of a liability already excluded by the printed text of 
the bill of lading. 

(3) Clauses drawing attention to some unusual circumstances which might 
fully justify the steamship company in insisting on an appropriate 
clause to prote ct its interests. 

For the first sort of ‘‘ clausing’”’ banks should have the right to indemnities, 
for the second sort they should not, while their rights under the third sort 
should depend on the circumstances of the case. Some such classification of 
clauses which could be recognized by all parties would avoid much irritation, 
embarrassment and possible losses for exporters and would obviate disputes 
between all parties concerned—the exporters, the steamship companies, the 
banks and the underwriters (the last named have, of course, an important 
interest in bill of lading clauses, which affect their own interests if claims arise). 

The grounds for possible disputes under present arrangements must not 

be underestimated. In a recent instance within the writer’s experience, a 
bank demanded a guarantee from an exporter against a liner bill of lading 
which did not state categorically that the ordinary merchandise concerned 
was shipped below deck. In another case, a bill of lading, under a c.i.f. con- 
tract, bore a clause to the effect that landing charges were for account 
consignees. Des Page the fact that the contract was clearly stated as c.i.f. 

the letter of credit, the bank demanded an indemnity because of the sleadite 
clause, thus, in the writer’s opinion, endeavouring to convert a “c.i.f.”. con- 
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tract into a “c.i.f. landed ’’ contract. It is certain that any consignee who 
knew that the exporter had given a guarantee in respect of payment of landing 
charges would expect the exporter to pay them. 

Of course, a great deal more could be said on this important and urgent 
matter; one asp ‘ct of it which has not been discussed is the relation of the 
bill of lading g clauses to the corresponding mate’s and/or wharfinger’s receipts. 
But it is surely apparent that it is patently in the interests of the export trade 
that “teas should. adopt a more tolerant attitude to every phase of the ques- 
tion. Demands for indemnities | — exporters in relation to letters of credit 
should be made with great care and avoided when at all possible. Bankers 
should always bear in mind the harm which can be caused to any exporter 
compelled to give an indemnity when the existence of the indemnity is divulged 
to banks and buyers abroad. 


Ii—Another Suggested Solution 
By W. W. Syrett 


Mr. Beckett's contribution to this discussion is most welcome, for it pro- 
vides bankers with an authoritative outline of the exporters’ point of view. 
Nothing but good can come of a — acquaintance, on the part of those 
providing financial services, with the underlying nature of the trade operations 
which it is their business to facilitate. 

he purpose of my first article was to survey the dilemma as impartially 
as possible and then to suggest a temporary way out pending the outcome of 
the semi-official discussions to which Mr. Beckett refers in his opening para- 
graph. But since the debate has been taken a stage further by prese ntation 
of the viewpoints of exporters and shipping interests, it may be useful to 
consider now a more fun idamental solution to which I am attracted. To do 
this, it will be necessary to put the banker’s credit into its proper relationship 
with the sale of goods contract. 

In general, the banker’s credit is called into being as the financial instrument 
in performance of a contract for sale of goods from an exporter in one country 
to an importer in another. For certain technical reasons, the main bulk of 
such sales are on cif. terms, and it will simplify the present approach if 
exceptions to this generalization may be regarded as differing so little in their 
essentials as not to call for separate examination. A typical export operation 
for present purposes is any one where the British merchant or manufacturer 
offers merchandise on c.i.f. terms and stinntlidas that finance is to be provided 
by an irrevocable credit confirmed to him by a London bank. 

Now in any particular case, one would be concerned with a specific trade 
with stan lard practices ont a in weights or volume, about 

‘usual’ export packing and other features of the trade. One can cite here 
Mr. Beckett’s examples of iron bars hich are shipped loose or the practices 
of trades which use cartons; or one can cite other examples, such as that of 
spent hops which are exported in or even older, 
according to condition. 





The exporter expects to conform to the conventions of the trade in which 
he is engaged; he will, as a matter of course, ship his steel rods ‘‘ bundled” 
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ch to oduct ( n id trans undli eg 1s based 
I ctice 5 t I [ i lit is to i l al 3 n trade 
on the export é ss Or 2 ting an 1m ++ 
must happen 
Esther (i) the importer must instruct his bank to open a credit per- 
mitting the acceptance by the paying banker of claused bills of lading 
when the “ clausing’”’ does no more than draw attention to the usual 
practice of the trade. 
Or (ii) the paying banker must be prepared to take bills of lading so 


claused, being aware of and agreeing to conform to the custom of the trade. 


121 
Or st conform to the custom of the trade and 
l lear 
Each of thes ; been tried out in practice—at any rate to a 
Seaathicd ied instructin rceas hivers that they were 
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required to put 
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credalts, more especially in connexion With 


bills claused for “ partial protection because the merchandise was shipp 
in cartons. This, however, is a clumsy solution; neither exporter, import 
nor banker has tried it out long enoug! I set up a standard of practice. 
Moreove1 makes cabled offer of merchandise more involved 


and more expensive than it 











The second alternative is ym the exporter at 
as Mr. Beckett points out. But real difficulties. ch 
a vast range of export practice to be oritatively established—a ed 
by the bank official—that a complete solution of the problem by is 
bound to be unattainable; there would, at best, always be some cases i ch 
the practice was insufficiently defined or the banker’s knowledge of it deficient. 


There is also the legal point made in my original article—the paying bank is 


acting on a from the overseas bank and cannot depart from the 





terms of that without incurring very grave risks. My original plea 
was that the pa ank, having agreed to overstep the limits of the authority 


17 } ° } 


in its mandate, should rely on the indemnity and abstain from any subsequent 
action which might bring to the notice of the as buyer the fact that an 
indemnity had been demanded and received 

The third alternative is the one which would ay 
and banker. After all, both are saying, in effect, that the shipowner is “‘ the 


nigger in the woodpile”’. Thi 





> exportel 


appeal most to both exporter 


indemnity dilemma would very seldom arise 
if the shipowner issued clean bills of lading in all cases where the condition of 
the merchandise and the packing conformed to usual trade practice. Exporters 
can hardly complain if the facts of the shipment are such as to give rise to an 
“in dispute ’’ clause, or if the goods and/or packing are not such as to conform 
to the standard and foul bills result. But where the merchandise is delivered 
in such form and condition as to comply with the sale of goods contract, the 
present situation is bound to cause frustration, delay and loss. The function 
of exporting has, after all, become a matter of crucial public concern; and all 
matters which threaten or impede it must be lifted to a much higher plane 
than the profit-seeking of export enterprise and of the other parties involved, 
important though that may be. 

With some diffidence I proffer for consideration one other solution which 
could be seriously studied by both shipowners and bankers. Could not the 
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shipowners be persuaded to incorporate in the printed clauses of their standard 
bills of lading some reference to custom of trade and leave it at that, mean- 
vhile instructing their officials that the rubber-stamp additional clause is to be 
used only as a last resort? This suggested course is not entirely untried. 
Electric lamps have been shipped in carton to the Far East on unclaused bills 
for a year or two now. We might have to foresee some period of trial and 
rror. All that would then remain would be for bankers to regard such bills 
f lading as “ clean for letter-of-credit purposes '’. It seems likely that bankers 
would readily agree to this since their objections have always been primarily 
concerned ner clauses additional to the printed ones setting out the terms of 


tre ightmen 


[{i—Attitude of Shipowners 
By Peter Duff 


Basically, the controversy outlined in Mr. Syrett’s first article is between 
xporter and banker; the shipowner can claim that the financial arrange- 
nents made for the completion of the transaction between exporter and 
importer must — the responsibility of the parties concerned. On the other 
and, the shipowner will be the first to recognize that the whole transaction is 
joint enterprise, in which the interests of exporters, bankers, shipping com- 


panies, underwriters and importers are bound together; and since the question 
f indemnities to bankers against letters of credit seems chiefly to arise out of 


-called irregularities in ship ping documents, it may be helpful to consider 
the position of the ocean carrier in this dispute. 


Ih 
[t is natural, perhaps, that the exporter, the importer and the banker 
oncerned over a particular shipment should tend to view it as an isolated case, 
ind it is easy for them to question why the shipping company should insist on 

claused "’ bill of lading even when the shipment conforms in every respect 

ith the time-honoured custom of the particular trade concerned. The ship- 

ment of iron bars in bundles has already been cited; another which might be 

ventioned is the shipment of certain oils in secondhand casks, which are less 

table to leakage than new ones. If it is the normal trade practice to ship a 

rtain commodity in secondhand casks, why must the shipowner note this on 

the bill of lading, with the result that the banker may require a letter of 

: indemnity? The ed owner, perhaps, is entitled to ask why the banker should 
uire an indemnity in respect of a bill of lading which, with all its clauses, 

wo vu J probably be accepted by the consignee against usual draft terms without 

, as Mr. Beckett has pointed out ; but if a clean bill of lading is absolutely 

ecessary in the interests of the easy completion of a transaction of sale, 

r ankers and exporters alike naturally tend to complain that many of the clauses 
which shipowners insist upon are superfluous. In this connection it is some- 
times forgotten that the bill of lading is a document which performs more than 

ne useful and important function. Not only is it a receipt for goods shipped, 

and a negotiable instrument entitling the holder to the goods described therein, 

but it is also the contract of affreightment between the shipper and the liner 

company. 
It is important to remember that the cargo liner in every voyage carries a 
‘ heterogeneous assortment of shipments between a wide range of ports. The 


a 


— 











DEBATE ON EXPORI INDE MNITIE s 7 


same ship may carry whisky from Glasgow to San Francisco or motor cars from 
verpool to Vancouver, together with textiles, pottery, needles, tea, chemicals 
wild animals. The bill of lading must be designed to cover as far as possible 
all these divergent cargo interests. It is in the interest of every cargo owner that 
he should be protected against damage c oman by faulty packing “by any other 
cargo owner; and the shipowner must protect himself so far as possible against 
eventualities which cannot possibly be foreseen by the shipper of any particular 
varcel of goods in any one vessel. For the past 25 years the responsibilities and 
liabilities of the ocean carrier, as well as his rights and immunities, have been 
yerned by the Hague Rules, as incorporated in the Carriage of Goods by 
Sea Act, 1924, and in the parallel legislation of most maritime trading countries. 
Under the Hague Rules, the bill of lading declares that the goods are received 
in apparent good order and condition,” and on a clean bill of lading the 
ynsignee is entitled to claim the goods in the same apparent good order and 
ndition in which they were received on board. 
The shipping company cannot increase any of its rights and immunities, 
-vade any of its responsibilities and liabilities, under the Hague Rules merely 
by embodying a “‘ not responsible ’’ clause in a bill of lading, but it can protect 
itself _— st possible claims (which might be legion) by noting in the margin of 
the bill any apparent defects in the goods as shipped. The officer who receives 
; ears for shipment cannot be expected, any more than the bank official 
who later scrutinizes the bill of lading, to be fully acquainted with the customs 
of every trade, each of which may vary from country to country, if not from 
port to port; nor can he be expected to judge the quality of the goods shipped, 
even if they are uncrated and open to visual inspection. All he can do is to 
note on his receipt the exact description of th: soods received. For all he knows, 
the consignee may not consider a stained case to be “‘ apparent good order 





c 


and condition’. As a shipowner recently remarked, if the Venus de Milo were 

bel 24 shipped it would properly be described as “ one statue in damaged 
ndition ”’ 

The obser\ vations on the Mate’s Rece ip are not necessarily all incorporated 


on the bill of lading, which is ses n to the shipper on prese ntation of the Mate’s 
Receipt. A shipping company with « xpert knowledge of certain trade practices 
will be anxious to assist its customers by providing a clean bill of lading 
wherever possible, but instances are bound to arise when the shipping company 
must protect itself by insisting on an accurate description of the consignment. 
The great discrepancies between normal trade practices in various ports and 
in various comm \dities which form a liner’s cargo might create great difficul- 
ties if Mr. Syrett’s latest proposal for an overall printed clause on “ trade 
customs ’’ were incorporated in a bill of lading which has to provide for so 
many eventualities. It is even doubtful whether such a printed clause would 
ot in itself give rise to a greater crop of additional clauses. Mr. Syrett claims 
that “the indemnity dilemma would very seldom arise if the shipowner 
issued clean bills of lading in all cases where the condition of the merchandise 
and the packing conforme d to the usual trade practice’’. The definition of 

usual trade practice ’’, particularly in relation to export packing, would, 
however, probably give rise to many grounds for dispute. Although much 
progress has been made in recent years in scientific export packing, far too 
many shipments are offered insecurely packed, with consequent loss or damage 
to goods in transit. This is a subject which is being closely investigated by 
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It is, perhay ertinent to mention another practice by which shippers may 
sometimes ol lean bills of lading. This is by means of a letter of indemnity 


to the shi \ rs in Co! leratio a omission from the bill of lading of 





some ot ion as to t onclit1 ods appearing on the Mate’s 
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considered entirely satisfactory. [t forn the subject of a resolution passed 
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acceptance « rmal’’ clauses formed part of the contract of sale between 
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dispute abc ondition, number, and m, the Chamber was of the opinion 
that a solution involving the elimination of letters of indemnity should be sought 
on the lines of an understanding | n buyer and seller. The difficulties, 
however, are accentuated in thi lays of high-pressure exporting to new and 
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often reluctant markets. New conditions bring new problems, which demand 
new approaches, and the willing co-operation of all parties to evolve the most 





Mr. Syrett’s article was written before he saw Dutf's. He now comments on this point: 
The ‘ approved pack’ solution would automatically remove the proximate causes of the present 








dilemma. It may come eventually—by slow and peaceful penetration; but it is not, Iam afraid, 
a change which is likely to happen as a sweeping reform initiated as from a zero-date by all the 
shipping conferences. Meanwhile, attention ought to be focused on two conclusions which seem 
to emerge from this whole discussion: (1) that the shipowner’s clerk, when passing bills of lading, 
would do well to employ the ‘rubber-stamp’ clauses only sparingly; (2) that the banker should 
refrain from gratuitously informing the importer (or his banker) that an indemnity has been 
received from the exporter '’.—Enp. : 
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How | dealthy is Welsh Industry ? 
By Arthur Beacham 
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tion £0,000 1 in the South Wales Development Area—a region 
with bitter memories of unemployment. It is inevitable, therefore, that the 
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233,090 were women, i.e. about I in 4. Nearly 54,000 women, or 23 per cent, 
of all female employees, were employed in manufacturing industry. In 1931, 
only I in 5 of the occupied population were women and less than 13 per cent. 
of them were employed in manufacturing industry. 

Despite these changes, however, any survey of Welsh industry must begin 
with coal mining, which is still by far the largest single industry. Output of 
saleable coal in Wales in 1949 was slightly in excess of 25 million tons, of 
which just over 2 million tons was contributed by North Wales. These figures 
include anthracite but exclude open-cast coal. The chief feature of the industry 
at the moment, especially in South Wales where about 92 per cent. of Welsh 
coal is mined, is the vigour with which reorganization is being tackled. Pro- 
duction is being concentrated in the larger units and twenty-four small uneco- 
nomic mines have been closed in South Wales since nationalization. Machinery 
is being installed in increasing quantities and the percentages of coal mechani- 
cally cut and conveyed below ground have risen sharply in recent years, though 
they are still below the comparable figures for many of the English coalfields, 
Output per man-shift is still rising slowly, rather more slowly perhaps than in 
the country generally; but it was not to be expected that the results of reorgani- 
zation would show themselves quickly. It needs to be emphasized, however, 
that conditions vary considerably over the coalfield as a whole; some pits 
produce less than 10 cwt. per man-shift, whilst others exceed 30 cwt. In 1948, 
when the whole South Western Division of the Coal Board made a loss of 
4s. gd. per ton, the Swansea area made a loss of 18s. 4d. and the Rhymney 
area a profit of 3s. 2d. per ton. A link with the modernization schemes is 
traceable here; up to the end of 1948, authorizations for major capital schemes 
made by the National Coal Board for the South Western Division amounted 
to {7.1 millions, and of these the large-scale reorganization project at Nantgarw 
in the Rhymney area accounted for {4.7 millions. As the figures indicate, a 
great deal of reorganization is proceeding elsewhere at pits in South Wales. 

There is much that is hopeful about the present state of the Welsh coal 
industry, though it is extraordinarily difficult to guess its future. Man-power 
is slowly declining, but output is slowly rising, mainly as a result of rising 
labour productivity. Enormous reserves of coal, varied in nature and much 
of the highest quality, are known to exist. Yet it is difficult to see how much 
larger outputs of Welsh coal can be marketed unless some of its traditional hold 
on the world’s exports markets can be recovered. At the moment all the coal 
available for export can be disposed of fairly easily, but signs are not lacking 
that in the near future overseas coal markets may become much more highly 
competitive. Recently, it is true, the South Wales coalfield has been working 
at a modest profit, after many years of heavy losses. But, although the rise 
in costs has been checked and the present tendency is downward, these profits 
are mainly the result of very high export prices which nobody believes can 
be long maintained. Devaluation has improved the position of the industry in 
certain markets (for example, in the Canadian anthracite market), but else- 
where the effect has been much less and may be increasingly offset by retaliatory 
action. The fact must be faced that any substantial increase in Welsh coal 
output must go hand in hand with expansion of export sales and that this 
may be difficult unless prices are competitive. In the short run, expansion 
means rising costs through increased reliance on poorer mines; in the long run, 
reorganization may result in larger outputs at lower costs. On this latter 
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possibility a great deal will depend. Foreign shipments of coal from South 
Wales were about 5 million tons in 1949 and are still rising, but it would 
probably be unwise to count upon a recovery to the 1938 figures of 17.3 million 
tons for foreign shipments and a total (South Wales) output of 35 million tons, 
within the foreseeable future. Moreover, it is important to remember that, in 
so far as the disposal of larger outputs is dependent upon lower costs and 
prices, expansion of output will depend on a fairly steep rise in output per man- 
shift; the technical reorganization now proceeding is very costly and these 
costs will have to be recovered in the future. Unless the expansion of saleable 
output is far greater than now seems probable, such an expansion in output 
per man-shift must mean that the labour force will steadily fall. 

Balancing up these complex factors it can be seen that the situation of the 
South Wales coalfield is basically more healthy than it has been for many 
years. The picture is no longer that of an ageing coalfield, technically back- 
ward, steadily drifting into bankruptcy. Nevertheless, its importance in the 
economy of South Wales (in terms of output and even more so in terms of 
employment) will probably diminish. Outputs somewhat lower than pre-war 
will probably be produced from larger pits and more concentrated areas by the 
most up-to-date methods possible and by a labour force substantially smaller 
than at present. Apart possibly from the Upper Rhondda and the anthracite 
region, new development will probably slowly swing towards the southern 
outcrop. This is, of course, a very long-term prediction, but it is nevertheless 
a matter of some importance. The new industries to which reference is made 
below are mainly located around the southern and eastern fringes of the coal- 
field. As coal declines in importance in the valley mining townships, long- 
range decisions of the utmost importance to South Wales will need to be taken. 
For example, should efforts be made to revitalize the valleys with new industries 
or should this southward movement of industry within South Wales be en- 
couraged? Long-term planning in this field is extremely difficult, and not only 
because of the uncertainty of the future. Considerable pressure will no doubt 
be brought to bear to meet the exigencies of the moment by erecting new 
factories wherever and whenever a local pocket of unemployment develops. 

A southward trend has, of course, also been discernible for many years in 
the South Wales steel industry. Apart from Ebbw Vale, the bulk of Welsh 
output of crude steel, sheets and tinplate now comes from coastal works, 
particularly those at Cardiff and Port Talbot. South Wales has contributed 
notably to the continuing post-war rise in crude steel production, producing 
fairly consistently about 21 per cent. of the total United Kingdom output. 
Output of sheets and tinplate also continues to rise steadily and South Wales 
alone is now responsible for over 50 per cent. of the U.K. output of sheets and 
over 98 per cent. of the national output of tinplate (including terneplate and 
blackplate). The number employed rose slightly in 1949, to nearly 60,000; 
but the industry is still short of labour, despite the use of foreign workers. 

As is well known, Wales is playing a big part in the implementation of the 
Development Plan of the British Iron and Steel Federation. The most import- 
ant project is the Margam scheme which was originally estimated to cost 
{60 millions. As earlier surveys in THE BANKER have recorded, this scheme is 
being sponsored by the Steel Company of Wales, a company founded by four 
other Welsh steel and tinplate producers which pooled certain of their resources 
including steel-works at Margam (Port Talbot), eighteen tinplate works in 
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West Wales and a sheet works at Newport. Briefly, the plan is to reconstruct 
and enlarge the blast furnaces and coke ovens at Port Talbot, which wil] 
produce the additional steel required to feed a new 80-inch continuous strip 
mill which, together with ancillary plant, will form one integrated works 
extending for 44 miles. Plans tor two cold reduction mills and a modern tin- 
plate plant also form part of the scheme—one of the cold mills being erected 
at Margam, and the other, together with the tinplate plant, at Trostre, near 
Llanelly. Some parts of this work are now nearing completion and the hot 
strip and slabbing mills are expected to come into operation later this year. It 
is expected that the entire scheme will be in full production in 1951. The 
immensity of the project has seized the public imagination and has rather over- 
shadowed important but smaller schemes at Ebbw Vale, Panteg, Newport, 
Cardiff, and at the Shotton (North Wales) works of John Summers and Son. 

The traditional focus of the Welsh steel industry has been upon sheet and 
tinplate production; and the new schemes are consolidating this pattern. 
Output of tinplate, despite recent increases, is still below pre-war—a short- 
fall which is partly due to shortages of pig-iron. An important part of the 
reorganization plan is the expansion of blast furnace capacity to meet this 
situation. But the core of the plan is the installation of the new large con- 
tinuous strip mill at Margam. It has already been proved that this method 
has great advantages both in quality and in costs and that the older methods 
cannot hope to compete with it. Before the war Wales possessed two continuous 
strip mills (at Shotton and Ebbw Vale); even so, 70 per cent. of Welsh tinplate 
is still produced by the old pack-mill method. The new mill at Margam should 
do a great deal to consolidate the position of the Welsh steel, sheet, and tin- 
plate industry in overseas markets. 

At the moment, market prospects at home and abroad are very bright, 
though doubts have been expressed whether the expansion of steel capacity in 
Europe has not been overdone, in which case difficulties may lie ahead. But 
no one can seriously doubt the future ability of the Welsh steel industry to 
hold its own if and when markets become more fiercely competitive. One other 
feature deserves comment. When the Margam works is in full production, there 
will probably be some redundancy of labour in West Wales as the older mills 
go out of production. The Board of Trade is well aware of this probability and 
is reported to have plans well in hand to meet it. 

This raises the whole question of the ‘‘ new industries”’ of Wales. The 
main facets of this problem—the lessons of Welsh industrial experience between 
the wars, the case for diversification of Welsh industry, the Special Areas legis- 
lation, and the scheduling of South Wales and the Wrexham area as Develop- 
ment Areas under the Distribution of Industry Act, 1945—have all been 
described in previous articles in THE BANKER.* Before 1939 the main advance 
was the establishment of the Treforest Trading Estate. During the war many 
Government and Royal Ordnance factories were built for munitions production 
and many private firms moved into Wales (including many country towns in 
rural Wales) which was considered to be a relatively safe area. Most of the 
Government-built war-time factories have since been leased to private firms, 
while two Royal Ordnance factories in South Wales (Hirwaun and Bridgend) 
and one in North Wales (Marchwiel—near Wrexham) have been converted into 





* See especially articles by Professor E. V. Morgan in the issues of May, 1948 and June, 1949. 
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trading estates. In addition, a new trading estate has been developed at 
Fforestfach, near Swansea. Nearly 130 firms are now occupying space at the 
Hirwaun and Bridgend estates alone. In addition, an impressive programme 
of factory building, financed both by the Government and privately, was set 
in hand in 1946 and has since been developed. Up to the middle of 1949, 176 
Government-financed projects for new factory buildings had been approved 
and 112 completed, nearly all of these being in the South Wales Development 
Area. At the same date, 233 privately-financed schemes had been approved 
and 89 completed, about 80 per cent. of them in the Development Areas and 
the rest scattered over Wales. During the past year the rate of completion of 
new factories has increased and, although the number of projects still under 
construction has dropped, the number which have been approved, but on which 
work has not yet started, continues to rise. 

Not all the new industries coming to Wales have been accommodated in 
new factories. Since 1945 over 600 new industrial projects have been estab- 
lished (or are in process of establishment) in Wales and 239 extensions of 
existing Welsh firms have been approved. It is difficult to exaggerate the signi- 
ficance of these developments for the industrial life of Wales, or to convey in 
a few words the bewildering variety of goods now being produced there. Many 
of the new firms are small but some are on a considerable scale—for example, 
British Nylon Spinners at Pontypool, Monsanto Chemicals at Newport, the 
Distillers Company project at Barry and the British Celanese extension at 
Wrexham. The nylon factory is now in production, employing about 2,000 
workers. Work is well advanced on the others except for the British Celanese 
factory on which work has not yet been started. New manufacturing industry 
introduced into Wales since 1937 has already provided about 90,000 jobs and 
is expected to provide about 150,000 eventually; this last figure represents 
some 134 per cent. of the present occupied population. 

For the rest, a brief summary must suffice. Agriculture (still a major 
industry in Wales) is more prosperous than for many years past. The numbers 
of cattle, sheep, pigs and poultry have steadily increased since the war; milk 
production continues to rise; and the tillage area, although declining, is still 
more than 100 per cent. above pre-war. Labour productivity is increasing and 
vigorous steps are being taken to improve the quality of hill farming. The 
building industry is extremely active and, in view of the demands of the house 
building programme and of new industrial construction, seems likely to remain 
so for some time. Output of the slate quarrying industry of North Wales is 
increasing only very slowly and the labour force is practically static (at about 
4,300), despite the fact that the demand for slates exceeds the supply. The 
outlook for the industry is not bright; factories are being built in the Nantlle 
Valley and at Blaenau Ffestiniog to relieve local unemployment mainly amongst 
persons unsuitable for slate quarrying. Stone and limestone quarrying and 
the ship-repairing industry have recently suffered some recession of demand 
but the effects have not so far been serious in view of the continued pressure of 
demand for labour in general. Traffic at the South Wales ports, which had been 
seriously affected by the war-time cessation of coal exports, is slowly recovering 
as coal exports increase, though total traffic (by weight) is still less than two- 
thirds of the 1938 level. 

It is difficult to sum up the prospects of industrial Wales generally. To a 
very large extent these must depend upon conditions elsewhere in the world 











124 ~—-* THE ~BANKER 





and upon the future course of Governmental fiscal, financial, and economic 
policies. All in all, however, there is clearly much that is vastly encouraging 
in the current Welsh industrial situation. Unemployment, though greater 
than in other regions of Britain, is less than 4 per cent. Amongst the unem- 
ployed are numbered many who, by reason of age, temperament, or partial 
disability, are unlikely to be considered for ordinary industrial employment. 
The intensive reorganization of the basic industries, the extent of new industrial 
enterprise, and the progress being made with new factories are encouraging and 
even exhilarating to anyone who (like the present writer) grew up in South 
Wales during the prolonged slump of the inter-war years. The general impres- 
sion is one of new life and new hope. Productivity, both per man and in the 
aggregate, is generally rising, the new growth is on the whole enterprising and 
vigorous, the older industries are striving towards higher levels of efficiency. 
Industrial Wales is equipping itself well to face the future. 

But some doubts still persist, and the picture has its patches of shadow. 
There is a tendency nowadays to measure industrial prosperity in terms of 
full employment. One sometimes has the feeling that employment in Wales, 
despite the 4 per cent. of unemployment, is over-full and that the general 
inflationary situation which has generated this may be covering up some weak- 
nesses in the Welsh industrial structure. Many new firms are finding it difficult 
to get sufficient labour to operate their factories at an economic level and the 
rate of labour turnover constitutes a drag on efficiency. Many more factories 
are under construction or are projected and they will soon start competing for 
the available labour. To what extent any future decline in the demand for 
labour by the coal and steel industries will relieve the situation it is impossible 
to say. Also it is inevitable that the inducements offered by the Development 
Areas should have attracted some weak firms which will wither and die when 
(and if) the general inflationary situation is decisively checked. 

Many new firms are also very much at the mercy of Government policy and 
are extremely vulnerable to changes in rationing schemes, variation of purchase 
tax rates, and so on. Although they are mainly engaged in the production of 
consumption goods they may not be the stabilizing factors which it was assumed 
they would be during the very different conditions of the nineteen-thirties. If 
a general economic recession again hits South Wales, some of these firms are 
likely to be severely affected. Paradoxically enough, it may be the re-equipped 
and modernized basic industries which will be the salvation of Wales under such 
conditions. It must be remembered that to build a new factory every time 
trouble threatens is not a remedy for every economic ill. Entrepreneurs must 
be found (and a few factories already lack tenants) who are ready to risk their 
capital in the production of goods at a price which will enable them to meet the 
competitive pressure of future markets and make reasonable profits. 

To sum up, the present prosperity of Wales is partly due to the abnormally 
high level of capital investment. Sooner or later this must fall away both in 
Wales and in the country generally. When this time comes the capacity of 
Welsh industry, as of industry elsewhere, to survive will depend much more 
than at present upon its ability to supply the right goods at a competitive price. 
Some cracks in the fabric of Welsh industrial economy will then inevitably 
show themselves, but there can be little doubt that the structure is funda- 
mentally sound. 
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International Banking Review’ 
Australia 
HE Federal Government has indicated its intention to encourage imports oi 
capital goods and imports of commodities which will augment Australia’s 
output of these goods. This move has been welcomed by those who believe 


that Australia should utilize the recent influx of capital funds to acquire material 
assets and so enable the recent expansion in the Australian economy to be continued. 

The controversy over the desirability of revaluing the Australian pound in 
terms of sterling has grown sharper. Opposition to a change in the rate has been 
expressed by a number of primary producing groups, and Professor D. B. Copland, 
Vice-Chancellor of the National University and former economic adviser to the 
Commonwealth Government, has argued that appreciation of the currency would 
be a grave mistake. He has asserted that appreciation would complicate the 
problem of the dollar exchange, have a disastrous effect on gold production and 
on the country’s ability to expand dollar exports and would expose secondary 
industry to increasing pressure from overseas competition. Professor Copland 
also claimed that it was “illusory ’”’ to suppose that lower export prices would 
mean an automatic fall in the prices of primary products consumed in Australia. 


Brazil 


The Government has announced its intention to redeem the outstanding 
sterling bonds of six Brazilian Government issues. The total sum involved is in 
the region of {19 millions. The decision is a sequel to a recent sharp recovery 
in Brazil’s sterling balances to over {40 millions, due in part to the operation of 
a devaluation guarantee and in part to a favourable turn in Brazil's current 
account payments with sterling area and transferable account countries. 


Burma 


In accordance with the arrangements made at the Commonwealth Foreign 
Ministers’ conference in Colombo in January, Burma has been granted a loan 
of {6 millions by Britain, India, Pakistan, Australia and Ceylon. Of the total, 
Britain is contributing £3. 7 millions and India {1 million. The advance is for a 
period of two years ar d will be available for use by the Burmese Government a 
required for covering internal expenditure. The Burmese authorities will deposit 
the sterling — of the loan with the Burma Currency Board, which will then 
issue Burmese rupees to an equivalent amount. The sterling received by the Board 
= be invested and the rate of interest payable will be the same as that earned 


y the investment 
Canada 

The Budget estimates for 1950-51 provide for revenue of $2,430 millions com- 
pared with $2,549 millions last year and expenditure of $2,410 millions against 
$2,438 millions. This will leave a surplus of $20 millions, or $g1 millions less than 
IN 1949-50. No major changes in taxation have been made. The Finance Minister, 
Mr. Abbott, warned that the Budget was based on a tax level ‘“‘ which Canadians 
must accustom themselves to regarding as normal’’. He declared that the years of 
large Federal surpluses were over and stated that Federal expenditures were nea1 
to an “ irreducible minimum ’’. In a subsequent broadcast address, Mr. Abbott 
argued that there was no need to budget any longer for a large surplus as a means 
of extinguishing the excess of purchasing power, as the period of war-generated 


inflation seemed to be over. 
a a cn eh ee at, 
* Other current international banking news is discussed in ‘A Banker's Diary "’, on pages 69-74. 
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Dominion’s favourable balance of payments in 1949 was $193 millions, an 
mpared with $450 millions in 1948. The reserve of gold and U.S. dollars increased ne 
by $87 millions to U.S. $1,204 millions in the first quarter of 1950. goc 
; the 
Chile Z00 
fhe Government has confirmed the rate of 60 pesos to the U.S. dollar for - 
:yments arising from trade in non-essential goods. The rate for imports of Ch! 
prime necessities remains at 31 pesos to the dollar and that for raw materials at = 
pesos to the dollar. The special rates applicable to the operations of the nitrate 
d copper producers also remain at previous levels. The Government’s decision 
ollows a long argument with the International Monetary Fund during which the } : 
‘ rece 


‘und had urged the establishment of a uniform rate of exchange of 65 pesos to 
he U.S. dollar. The Fund’s advice was rejected by the Chilean Government on 
he grounds that such a rate would greatly increase the prices of essential goods 





1d gi se to internal unrest. 
fhe Exchange Contro! Board has taken a first step towards the simplification p 
xchange control system. It has been announced that importers requiring _ 
change will no longer be required to show bank certificates proving that they , Pu 
the requisite funds available. Commercial banks will henceforth be granted Thi 
more independence and greater facilities in handling exchange cover for goods in 
oms house or for merchandise already cleared It b 
China 
An official statement on the customs policy of the Chinese Communist Govern- . 
nent has explained that it is intended to raise customs duties on luxury goods / 
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and less essential items and to allow imports of raw materials, fertilisers and urgently 
needed machinery to enter China virtually duty free. Imports of manufactured 
goods which compete with Chinese manufactures will be taxed by the amount of 
the difference in costs of production, but duties on partly manufactured goods or 
goods brought into the country for further processing will be lowered. The state- 
ment “denounced ’’ the former system whereby the revenues derived from the 


-+ 


» Maritime Customs Service were pledged as security for payment of interest 











» Chinese Government loans. 
Colombia 

Official figures relating to the country’s balance of payments in Ig4g show that 
sceipts exceeded e nditures in that year by U.S. $10.7 millions. In the previous 
year t Vas a Ul 5 $32.3 milli ns. Rec ipts were about 5 per ent. 
higher in 1949 than in 1948, but expenditures showed a drop of rather more than 
5 per cent. 

Estimates for external payments in 1950 prepared by the Exchange Control 


Board indicate that Colombia expects an increase in foreign exchange earnings of 


er cent. The authorities are aiming to achieve a balance of payments 
‘ar so that exchange available for imports will! be greatly increased. 
‘an a marked relaxation of the import restrictions in force in 1949. 


stated that the official intention is to abolish import restrictions by 





stendine the list of ex-quota licences wherever possible 


Denmark 

The adverse etfect of the world currency re-alignment and other recent develop- 
ments in international affairs upon Denmark’s balance of payments have been 
stressed by the Minister for Economic Affairs, Mr. Wilhelm Buhl. He has esti- 
mated that the payments deficit in the present year is likely to come out at 
between Kr. 150 millions and Kr. 200 millions, after taking account of a prospective 
receipt of Kr. 575 millions under the Marshall Plan. To meet the situation the 
Government has decided not to continue liberalizing imports and to limit imports 
wherever this can be done without reversing the liberalization measures already 
introduced. Efforts are also to be made to reduce consumption of imported 
goods and of Danish goods that can be exported. 


Egypt 

a sequel to the decision of the British authorities to restrict the use of 
ferable account sterling for triangular trade deals, the Egyptian authorities 
created ’’’ a transferable Egyptian pound. The Economic Bulletin of the 
1 Bank of Egypt has explained that the Government does not consider 
that triangular trade is against Egypt’s own interests. Under the new arrange- 
ments exporters to Egypt who are prepared to accept payment in Egyptian pounds 
placed to the credit of an ‘“‘ export account ”’ may sell or use these balances to 
pay for Egyptian exports to any soft currency country. Transfers may be freely 
made between ‘“‘export accounts’”’. The outcome of this experiment is being 
awaited with keen interest. According to the Egyptian authorities, a market for 
the Egyptian export pound “is gradually being built up in the more important 
international centres 





France 
An agreement has been reached with the United Kingdom cancelling the 
uateral drawing rights granted to France by the United Kingdom under the 
intra-European Payments Scheme for 1949-5 Contrary to expectations w 
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the grants were arranged, France has not shown a deficit in payments with the 
sterling area, so that the drawing rights were not exercised. 

Restrictions on the importation into France of French bank notes have been 
withdrawn, and the limit on exports of such notes has been raised from Frs. 10,000 
to Frs. 25,000. Foreign exchange allowances for French tourists abroad have 
been raised and steps have also been taken to facilitate arbitrage transactions and 
the purchase of foreign securities by French residents. These moves towards 
greater freedom of foreign exchange transactions follow the continued improvement 
in the country’s external payments. 

The Association of French Banks has recommended a rise of 7 per cent. in the 
salaries of French banking officials with retrospective effect to February 1. 


Germany 

The foreign capital needs of Western Germany have been estimated at §1,00e 
millions by the Federal Ministry for E.R.P. A memorandum prepared by tho 
Ministry states that, owing to the influx of refugees and war damage, the country’s 
capital needs are very large. But it asserts that ‘‘ the $1,000 millions limit should, 
for the present, not be exceeded ”’ if Germany’s capacity to provide for interest 
and amortization of the debt is not to be overstrained. Sections of the economy 
listed as being in urgent need of foreign capital include coal mining, crude oil 
production, agriculture, electrical and chemical industries, building materials, 
power generation and textiles. The memorandum emphasizes that the extent 
to which Germany can attract foreign capital will depend on her treatment of 
old debts and the prospects of her being able to service future debts. 

Controversy has arisen over the West German Federal Government bill for 
income-tax reform, which provides for substantial cuts in taxation of the medium 
and high income groups. The German authorities have argued that present tax 
rates prevent urgently-needed capital investment, but the Allied authorities fear 
that the loss of revenue caused by reducing taxes would create a serious budgetary 
deficit and aggravate inflation. 


India 


The Indian Finance Minister, Dr. John Matthai, has denied rumours that India 
would conclude an agreement with Pakistan fixing a ‘‘ compromise value” of 
about Is. gd. for the rupees of both countries. He asserted that India had no 
intention of revaluing the rupee. In the view of the Indian Government devalua- 
tion had been the right step and no reason was seen for reversing it. 

The Government has accepted a proposal irom the British Government that the 
agreement concluded last year, limiting India’s dollar expenditures to 75 per cent. 





ESTABLISHED 1877 


LEOPOLD FARMER & SONS 


undertake 
VALUATIONS of PLANT, MACHINERY and INDUSTRIAL PROPERTIES 


for Public Issue, Stock Exchange Quotation, Balance Sheet, Probate 
Insurance and other purposes 


46, Gresham Street, London, E.C.2 


Telephone : Monarch 3422 (8 lines) Telegrams : Sites, London 





the 
cor 
nw 


par 
exa 


Gor 
pro 
cen 
em, 
15 
dep 
cen 


Sou 
dist 
wit! 
mai 
golc 
selle 


Uni 
to s 
tran 








_ INTERNATIONAL BANKING REVIEW 129 





of the 1948 level irrespective of her dollar earnings, should be continued until 
June 30, I95I. 

A bill to amend the Foreign Exchange Regulation Act has been introduced. 
The bill proposes the abolition of the rule that Indian firms controlled by residents 
in the United Kingdom cannot be transferred to other ownership except by per- 
mission of the Reserve Bank. It also seeks to repeal the rule under which no 
person in India can lend money to a company controlled by persons resident 
outside India, other than in the United Kingdom, without the assent of the 
Reserve Bank. 

Indonesia 

A bilateral trade and payments agreement has been concluded between 
Indonesia and Britain. It provides for purchases by Britain of Indonesian com- 
modities to a total value of {12 millions in 1950. As Indonesia is still in balance 
of payments difficulties it will continue to limit imports from the United Kingdom 
but it will establish quotas for purchases of U.K. goods to a total value of £7 
millions this year. The net sterling earnings of Indonesia in trade with the United 
Kingdom will presumably be utilized to pay for net imports from other sterling 
area countries. 


Norway 


The Government has set up a committee to examine the nation’s banking and 
credit services and to report on the extent to which the present monetary and 
credit arrangements contribute to the promotion of economic activity and 
stability. Particular attention is to be paid to the question whether industrial 
and commercial activities are financed in a “ socially satisfactory ’’ way. Special 
efforts will also be made to ascertain whether savings placed at the disposal of 
the banks and other institutions are adequately safeguarded. The committee is to 
consider whether the present banking structure, which is made up of a large 
number of small independent institutions, is best suited to Norway’s needs or 
whether it should be remoulded by integration and amalgamations. The case for 
partial or complete nationalization of private banking institutions will also be 
examined. 

Pakistan 

As a further step in its programme of industrial development, the Dominion 
Government has made a number of concessions to industry about taxation of 
profits. Exemption from all taxation is being granted to profits of up to 5 per 
cent. earned on capital invested in new power-driven machinery undertakings 
employing more than 50 people. The existing special depreciation allowance of 
15 per cent. on new buildings is being extended to other buildings and the initial 
depreciatic yn allowance on plant and machine ry is being raised from 20 to 40 per 
cent. Tax allowances are also being made to stimulate scientific research. 


South Africa 
The fall in the dollar price of gold in international free markets has brought 
south Africa’s sales of gold for “ industrial purposes ”’ to a virtual standstill; 
disposals are reported to have amounted to only 10,000 ounces in March, compared 


with 300,000 ounces in January. The gp aal Chamber of Mines has hitherto 
maintained a mai 1imum selling price of $39 per ounce for “ industrial’ gold, but 


gold has recently been offered at lower prices in various overseas markets by other 
sellers. 

The Union Treasury has ruled that all exports of diamonds, except to the 
United Kingdom, must be paid for in U.S. dollars. This step has been taken 
to stop the loss of dollar income arising from the use of ‘ cheap sterling’ in 
transactions in diamonds. 
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Publications 
Palmer’s Company Law, 19th Edn., edited by A. F. Topham, KC. 


(Stevens, pp. 832, price 42s.). Successive editions of this well-known work 
of reference have now graced the shelves of legal practitioners for half a century. 
In a volume of this nature the reader cannot expect to find a discussion of 
points of undecided law; apart from exceptional instances, the work is 
confined to statements incorporating statutory provisions or decided cases. 
Investigations under such a learned editor would be of great value and 
interest, but there would be a danger that in extending the size of the book 
its substance might be lost for its shadow. The precedent of decided cases is 
part of the law of England, but until they are so embalmed, the same views 
expressed as opinions of counsel, however unanimously, have not the force 
of law. 

For these reasons, detailed comment on the interpretation of the qualifica- 
tions necessary before private companies can be exempt from filing their 
balance sheets has not been included in this volume; similarly any interpret: 
tion of Section 50 (5) of the Act (on the revocation of share applications) and 
of Section 321 (dealing with the rights of a secured creditor in the event of 
fraudulent preference) has also been omitted as too speculative. There are, 
however, a few recent changes of a non-controversial nature, to which attention 
might have been drawn. For instance, the reference on page 178 to Vicior 
Lid. v. Lingard might well have been accompanied by an indication that the 
new Table A contains a clause which eliminates the risk illustrated by the 
case. (This case drew attention to the fact that where persons who have 
deposited security or given guarantees for a company’s borrowing are also 
directors, their votes as directors may be ineffective in support of a resolution 
by which the company itself gives security, since this would diminish the 
directors’ personal risk in respect of his guarantee.) Again, nent c reference 
in the text to Section 5 (9) of the 1948 Act would undo ibtedly be preciated 


by those concerned with the delimitations of company’s objects, Thi S sub- 
section precludes action being taken more than 21 days after a resolution 


altering the objects; this is of great practical importance because there might 
otherwise be considerable doubt whether changes effected in this manner 
were within the scope permitted by Subsection (1) (which outlines the purposes 
for which ak re ynges may be made). This is of importance where a co mp any 
whose business has ceased wishes to switch to activities not —— ed at 
the time of its inception (and perhaps to benefit through tax relief for losses 
of the old business). F.R.R 


4 


The Practice and Law of Banking, by H. P. Sheldon (Macdonald « 
Evans, pp. 636, price 21s.). This work has now run to six — incor- 
porating twenty reprints in thirty years, its popularity being firmly founded 
on its enterprise. A book confined to the law of banking must necessarily 
consist largely of an exposition of known law, any digression into conjecture 
by the author being often relegated to footnotes. Mr. Sheldon, however, is able 
to suggest the solution to each problem without being obliged by the nature 
of his book to explain the basis of his conclusions. This does not mean that 


his views on unestablished questions are of any less practical value; on the 
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contrary, it is his willingness to take the responsibility of expressing his views 
that has led to the work’s popularity as a desk-book for bankers. Students, 
who have long regarded it as a comprehensive source of information, appreciate 
this for many years after their examinations have been almost forgotten. 

This key-note of enterprise is masmtained in the sixth edition. The author 
has made every effort to deal with th e meager influences exerted by the labyrin 
thian legislation of the past decade on the legal framework in which the banker 
carries on business. It is a pity, however, that at page 608 Mr. Sheldon 
states that “ borrowings . . . exceeding £50,000 in the twelve months require 
Treasury sanction unless they are in the ordinary course of business or are on 
an entirely unsecured basis and borrowed from a banker ’’. In point of fi ct, 
all unsecured borrowing is exempt whether borrowed from a banker or not. 
On the other hand a summary of the effect on bankers of the Courts Emergency 
Powers Act of 1943 is outlined in an remgerwig restrained and careful manner 
—a feat of no mean accomplishment in the face of the technicalities that 
ultimate analysis of “ realization of security ’’ involves. 

The author has added reference to most of the really important permanen 
additions to the law of banking since the last edition. Attention has also been 


given to the new company law, although here there would appear to be one or 
two grounds for criticism. For instance, a description of the machinery by 
which a memorandum of association may now be altered without application 
to court, appears to have been a Moreover, in the reference. the 
case of Victors v. Lingard (1927) no reference is made to the fact that companies 
adopting the new Table A will al oo Sanat uly be exempt from the implications 
of the case. The interpretation of Section 321 of the Com pani ; Act, 1948, 


on the position of persons who have been wisieitttien victims of fraudulent 
preferences, is ath over aly: gee -d. These minor blemishes, however, merely 


illustrate the willir of the author to examine unsolved problems and new 
litigation. FLR.R. 

T ° ~ ¥ 2s 

Notes on Banking Cases, 1787-1948, by Frank D. Johnson (Macdonald 
& Evans, pp. 123, price 6s.). This book contains a summary of about one 
hundred cases and although the notes on them are too brief to e of use in the 
daily business of banking, they satisfy a long-felt need of students, who had 
no convenient compendium on this subject until this book appeared 


A Survey of International Banking 











The International Banking supplen to ‘* The Financt ial Times ”’, a regular a ai feature 
of that paper in the years before the war, made a welcome re-appearance on Api The 
Marqu of Linlithgow, retiring chairman of the London Cle thee. Bankers’ Commit ontri- 
butes an informative opening article on London’s continued leadership in world finance 1 which 
he comments the changes of technique which the post-war situation has demande: Other 
articles on domestic affairs in this sixteen-page survey in lud an account by Mr. Pa reau 
of the largely unplanned evolution of the sterling area mechanism and factual analyses of the 
effect of disinflation on bank deposits, of the course of the struggle towards sterling \ t 
and of the pr sent prospect for interes rates. Articles on overseas affairs include survey { the 





banking situation in five British Dominions (Canada, South Africa, Australia, India and Pakistan) 
and four European countries (France, B Irium, Switzerland and Italy The majority of these 
articles on foreign banking affairs are by correspondents in the capitals concerned ; perhaps the 
most striking common factor of these surveys is the extent to which thev call attention to the 
acute shortage of long-term capital in almost every country covered. 
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Appointments and Retirements 





Barclays Bank—Si/eiy: 7 High Street. A new sub-branch has been ope ned under the manage- 
rent of Mr. E. H. Charman, who is also manager of Gallowtree Gate, Leicester 

Clydesdale & North of Scotland Bank—J berdeen, Ouayside: Mr. C. J. Shimmins, manager, 

Intelligence Department ~~ Area), to be manager. Arbroath, 89 High Street: Mr. T. M 

Paterson, manager, and Mr. J . McCulloch, manager, at 62 High Street, to be joint managers 

The branch at 62 High Street Ea weg one Edinburgh, George S ‘Mr. R. G. Cowie to be 

assistant manage Head Office: Mr. J. H. Borland to be manager ater Dept 

Wistrict bank Wancheste und Salford—Broughion Bridge: Mr. J. H. Rippon, from Higher 
ppensha vy, to be manager; Gorton: Mr. J. Roberts to be accountant Northwich: Mr. E. C 


Hurst to be accountant 
Eastern B: ie Sir Thomas Strangman, K.C., has retired fro up of the bank 
but remains on the board of directors. Sir Evan Jenkins, G.C.I.E., K.C.S.1., has been appointed 
irman and Mr. R. Leigh-Wood deputy-chairman 
L loyds Bank—H ead Office-—Chief Inspector's Dept.: Mr. FE. C. Turner, from Derby Road, Ipswich, 
to be an inspector; Staff College: Mr. F. T. Thew, from Wallington, to be an instructor; Training 
Centre Mr. T. H. M. Sedgley, from the Staff College, to be senior instructor. Executor and Trustee 
epartme 39 Threadieedle Street, E.C.: Mr. J. Shepley, an assistant manager, to be manager 
m retirement of Mr L. Allen; Ashford, Kent: Mr. A. L. Beale, from Ashford, Kent, to be sub- 
manager Lirmingham, Bloomsbury: Mr. J. L. Smith, from Stafford, to be manager. Camberwell! 
een, SF Mr. W. G. Faulkner, from Brixton, S.W., to be manager. Birmingham, Colmove 
t oy H. E. Wootton, an inspector, to be an assistant manager. Halifax, Queen's Road 
Mr. W. T. Usher, from Middlesbrough, to be manager on retirement of Mr. T. L. Hartley. Halstead 
Mr. R. G. Woodworth to be manager. Harrow: Mr. C. O. Whitfield, from North Harrow, to be 
manajer in succession to Mr. C. W. J. Ellis, who is on extended sick leave. Ipswich, Derby Road: 
Mr. H. C. Sier, from North Walsham, to be manag ger Leadenhall Street, E.C.: Mr. H. T. H 
Merritt, from Piccadilly, W., to be sub-manager. North Harrow: Mr. W. N. Chick, from Pall 
Mall, S.W., to be manager. Slough Trading Estate: Mr. F. P. Sartin, from Leadenhall Street, 
E.C., to be manager on retirement of Mr. G. F. Ball. Wallington: Mr. L. G. Weston, from 125 
Oxford Street, W., to be manager. Woolwich, S.E. Mr. J. A. T. Chivers, M.M., T.D., from 
Camberwell Green, S.E., to be manager on retirement of Mr. P. Rogerson In 1ta—Bombay: 
Mr. A. C. Holmes, from Calcutta, to be sub-manager. 
Martins Bank—London, Moorgate: Mr. D. E. Stevens to be assistant manager. Ltverp 
Garston: Mr. E. T. Gorst to be manager. Longtown: Mr. G. Brown to be manager. Pevrith: 
H. Ritchie to be manager, Mr. A. W. Thompson to be assistant manager. Seftie: Mr. T. H 
Kinder to be manager on retirement of Mr. W. Slayden. Uvymmst Mr. A. H. Cudworth to be 
anager on Mr. J. H. Marsden’s retirement. Wigion: Mr. H. Scurr to be manager 
Midland Bank—//cad Office: Mr. G. Ashton, of Newcastle-on-Tyne, to be a sunerintendent of 
branches; Mr. N. F. Cooper, of Cornhill (London), to bea s iperint: ident of branches: Mr. W. W. 
yxins, of Llanelly, to be a ay ay os of branches Li ndon—Threadneedle Street: Mr. J 
Davies, assistant secretary, to be deputy assistant man - Cornhill: Mr. F. Measures to 
€ assistant manager: 76 Edgware Road: Mr E. C. S. Edwards to be manager; Electra House 
Mr. A. G. R. Clark to be manager in succession to the ) late Mr. C. R. Robson; Onslow Satave, 
‘ensingion Mr. A. H. Dixon to be mana } Mr. D. G. McDonald, to be 
lager on retirement of Mr. G. S. Gent; Sh E. Pargeter, of Whitton, to be 
lanager on retirement of Mr. D. Dempsey "ictoria Stree minster: Mr. E. J. Mander to 
e Manage m retirement of Mr. G M W. Robertson. Cardiff, Clifton Street: Mr. C. C. Beese 


a to Wand nager. Llandovery: Mr. E.H 


m the chairman 
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eT lag ( é ? Montpell 
ies, oO David's, to be manager. /lane/ \ ( 1as, of Cardiff, to be manager 
vcast ryne, Grey Street: Mr. A. Vose, of Liverp , > assistant manager. Rushden: 
Mir. L. Carter, of Chesterfield, to be manager on retirement of Mr. O. A. H. Muxlow. Sheffield, 
Pla Mr. F. M. Crombie to be manager on retirement of Mr. G. H. Barker. Wembley, 
id: Mr. A. Joy to be manager on retirement of Mr. W. Briggs. WhAitehaver: Mr. R 
Byrom, of P to be manager in succession to the late Mr. F. N. Jenkin 
Union Bank of Scotland—Fdinhburgh—Pri Siveet: Mr. R. Bryce, from Sou 1 Morningside, 
be mana s.ccession to the late Mr. M. Lawson th Morningside: Mr. ]. Patrick 
ne nt + Vv : inager 
Vestminster Bank—/Jead Office (41 Lothl ; iP Mr. E. J. Downie, from cadilly, to 
1 ra hes. CA lagna NM I 





ton, from Milborne Port, to ) be manager. 
_ to be manager. Frodsham and 
etirement of Mr. G. B. Turnock. Henley- 
es, to be manager on retirement of Mr. H.G. 
Mr. E. J. Jeffries, from Guildford, to be manager on retirement of Mr. J. T 
Ramsey, Isle of Man: Mr. W. G. Flinn, from Douglas, to be manager. Wandsworth 
Mr. H. E. Harris, from Chislehurst West, to be manager on retirement of Mr. A. B. 


ampling. Weymouth: Mr. G. Kidner, from Chew Magna, to be manager on retirement of Mr. 


Vest: Mr. A. N. Linsley, from Gr 
C. Davies, from Ramsey, to be mar 
i Mr. C. F. Weaver, from Henley-on 
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Las 
Banking Statisti 
National Savings 
(é millions) 
Savings | Savings 
Certi- Defence Savings | Certi- Defence Savings 
ficates Bonds Banks Total ficates Bonds Banks Total 
(net) (net) (net)* Small (net) (net) (net)* Small 
1946 I 13.2 62.0 120.7 195.9 sae Oct. .. ~2.9 = 212 9.9 4.9 
II 1.0 95.9 36.2 133.1 Nov £.2.<. 3.2 8.0 3.6 
Ii! — 1.2 13-4 35-0 47.8 Dec -2.3- 1.3 - 9.6 — 13.2 
IV 10.8 17.9 11.8 40.5 1949 Jan 3.7 - 0.8 25.7 28.6 
1947 I 39-7 20.4 27.0 87.1 Feb 2.3 0.3 16.0 18.6 
II 490.3 - 3.7 - 19.6 17.0 Mar I.3 ~ 0.9 10.5 10.9 
Ill 2.7 - 19.8 @ = £4.39 April 1.0 0.1 9.7 10.8 
IV 16.4 — 25.1 17.2 8.5 May .. -0.6- 0.5 2.9 r.8 
June... - 1.9 — -4.0- 5.9 
8 I 29. - 29.9 5 6 54.1 = 
194 I cheat ’ + a 4 July .. -2.7- 1.2 —9.§ = 13.4 
III ts pee 3 6 4 Aug -1.9- 1.6 -0.3 - 3.8 
IV wy esti . y- Sept... - 3.0- 2.0 7.1 2.t 
or ad 3 7 Oct -1.6- 1.5 aw i 4.6 
m9 I Tf<¢ 2.4 $28 96.1 Nov... =— 3.8 = 1.7 1.8 — 3.0 
II —2.5 = “Gre 8.6 6.7 Dec . -—42- 1.9 -12.7 — 18.8 
III "ie ~ 4% 2-7 ~ 15-1 1950 Jan. -~0.6- 1.8 17.6 19.2 
IV "SO J - S-~ 7-9 Feb Z-2= 2.6 123.0 7.2 
1950 I 5-5 - 9.1 36.6 22.0 Mar Pe Oe 6.0 0.4 
* Including Release Benefit Accounts from July, 1945 
Ordinary Revenue and Expenditure 
Year to Ord Ord. 3y Ord Ord. 
Mar. 31: Exp Rev Deficit Quarters Exp. Rev. Deficit 
fm {fm {m {fm {m fm. 
1938 898.1* 872.6 25.5* 1946 IV 861.1 738.6 122.5 
1939 1054.8* 927.3 27.5" | 1947 I 1228.9 1261.5 32.6f 
1940 1809.7* 1049.2 760.5* If 619.8 840.1 220.3f 
1941 3867.2 1408.9 2458.3 | iif 808 . 3 807.5 0.7 
ee > IV 736.1 761.5 25.4f 
1942 1775-7 2074.1 2701.6 : 
1943 623.2 2810.0 2303.3 1948 [ 1023.0 1435.8 412.8f 
4 ath —s Il .. 613.8 794.8 181.ot 
1944 5798.4 Se -S = 27499 ITI 751.4 831.7 80.2¢ 
1945 6057.8 3238.14 2819.7 [Vv 791.4 802.7 11.3f 
1946 47e-= = S94-S -99ND.3 1949 «OF 9096.2 1577-9  581.7f 
1947 3910.3 3341.2 569.1 II 754.0 756.7 2.8t 
1948 3187.1 3844.9 657.38f Il 833.0 820.7 12.3 
1949 3152.8 4006.6 853. 8f ne 823.7 811r.0 12.7 
1950 3350.6 3924.0 567 .4f 1959 i 940.0 1530.3 599. 3f 
* Allowing for loan expenditure. ¢ Surplus. 
Floating Debt 
April 16, March 25, March April 8 April 15 
1949 19590 1950 1950 1950 
Ways and Means Advances £m. fm {m fm 
Bank of England 19.3 z.3 0.3 
_ Public Departments 369.6 447-4 407.8 397.1 410.9 
Treasury Bills: 
Tender 2210.0 2910.0 i ot f 2910.0 2920.0 
Tap es « 2682 1925-5 f oe £0880 1958.0 
Treasury deposit receipts Jey 1107.5 465.0 165.0 465.0 458.5 
5927-4 5750.2 5715-3 5724.5 5747-3 
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Appointments and Retirements 


Barclays Bank—Si/eiy: 7 High Street. A new sub-branch has been opened under the manage- 
rent of Mr. E. H. Charman, who is also manager of Gallowtree Gate, Leicester 

Clydesdale & North of Scotland Bank—44 berdeen, Ouayside: Mr. C. J. Shimmins, manager, 

Intelligence Department (Northern Area), to be manager. Arbroath, 89 High Street: Mr. T. M. 

Paterson, manager, and Mr. J. D. McCulloch, manager, at 62 High Street, to be joint managers 














The brar at 62 High Street has been closed. Edinburgh, George Street: Mr. R. G. Cowie to be 
assistant manager. / i Office: Mr. J. H. Borland to be manager, Premises Dept 

District Bank Manchester and Salford—Broughton Bridge: Mr. J. H. Rippon, from Higher 
Ope nshaw, to be manager Gorton: Mr i? Roberts to be accountant N thwrtch Mr. E. € 
Hurst to be accountant 





Eastern Bank—Sir Thomas Strangman, K.C., has retired from the chairmanship of the bank 
but remains on the board of directors. Sir Evan Jenkins, G.C.I.E., K.C.5.1., has been appointed 
hairman and Mr. R. Leigh-Wood deputy-chairman 
Lloyds Bank—H vad Office-——Chief Inspector's Dept.: Mr. E. C. Turner, from Derby Road, Ipswich, 
to be an inspector; Sta/f College: Mr F. T. Thew, from Wallington, to be an instructor; Training 
Centre Mr. T. H. M. Sedgley, from the Staff College, to be senior instructor. Executor and Trustee 
Departme 39 Threadieedle Street, E.C.: Mr. J. Sh y, an assistant manager, to be manager 
m retirement of Mr. L. Allen; Ashford, Kent: Mi: L. Beale, from Ashford, Kent, to be sub- 
manager Birmingham, Bloomsbury: Mr. J. L. Smith, from Stafford, to be manager. Camberwell 
Green, S.E.: Mr. W. G. Faulkner, from Brixton, S.W., to be manager. Birmingham, Colmove 
tow Mr. H. E. Wootton, an inspector, to be an assistant manager. Halifax, Queen's Road 
Mr. W. T. Usher, from Middlesbrough, to be manager on retirement of Mr. T. L. Hartley. Halstead 
Mr. R. G. Woodworth to be manager. Harrow: Mr. C. O. Whitfield, from North Harrow, to be 
Manager in succession to Mr. C. W. J. Ellis, who is on extended sick leave. Ipswich, Derby Road: 
Mr. H. C. Sier, from North Walsham, to be manager. Leadenhall Street, E.C.: Mr. H. T. H 
Merritt, from Piccadilly, W., to be sub-manager. North Harrow: Mr. W. N. Chick, from Pall 
Mall, S.W., to be manager. Slough Trading Estate: Mr. F. P. Sartin, from Leadenhall Street, 
E.C., to be manager on retirement of Mr. G. F. Ball. Wallington: Mr. L. G. Weston, from 125 
Oxford Street, W., to be manager. Woolwich, S.E.: Mr. J. A. T. Chivers, M.M., T.D., from 
Camberwell Green, S.E., to be manager on retirement of Mr. P. Rogerson. Indita—Bombay: 
Mr. A. C. Holmes, from Calcutta, to be sub-manager. 
Martins Bank—London, Moorgate: Mr. D. E. Stevens to be assistant manager. Ltverpool, 
Garston: Mr. E. T. Gorst to be manager. Longitown: Mr. G. Brown to be manager. Penrith: Mr. 
H. Ritchie to be manager, Mr. A. W. Thompson to be assistant manager. Seftie: Mr. T. H 
Kinder to be manager on retirement of Mr. W. Slayden. Uvymst Mr. A. H. Cudworth to be 
anager on Mr. J. H. Marsden’s retirement. Wigion: Mr. H. Scurr to be manager. 
Midland Bank—//ead Office: Mr. G. Ashton, of Newcastle-on-Tyne, to be a superintendent of 
branches; Mr. N. F. Cooper, of Cornhill (London), to be a superintendent of branches; Mr. W. W. 
yxins, of Llanelly, to be a superintendent of branches. London—Threadneedle Street: Mr. J 
r. H. Davies, assistant secretary, to be deputy assistant manager; Cornhill: Mr. F. Measures to 
e@ assistant manager: 76 Edgware Road: Mr. E.C.S 1 Xe manager: Electra House 
Mr. A. G. R. Clark to be manager in succession to the late Mr. C. R. Robson; Onslow Sauave, 
‘ensington Mr. A. H. Dixon to be manager O vford Stree Mr. D. G. McDonald, to be 
anager on retirement of Mr. G. S. Gent; Shepherd's Push: , rgeter, of Whitton, to be 
anager on retirement of Mr. D. Dempsey; fort ot, minster: Mr. E. J. Mander to 
€ Manager on retirement of Mr. G. M. W. Robertson. Cardif’, Clifton Street: Mr. C. C. Beese 
be n ltenham, Montpellier: Mr. J. V. Venn to be ger. Llandovery: Mr. E.H 
















































vies, of St. David's, to be manager. Jlamre/ Mr. G. O. Thon of Cardiff, to be manager 
vcastle-on-Tyne, Grey Street: Mr. A. Vose, of Liverpool, to be assistant manager. Rushden: 
\Ir. L. Carter, of Chesterfield, to be manager on retirement of Mr. O. A. H. Muxlow. Sheffield, 
ket Pla Mr. F. M. Crombie to be manager on retirement of Mr. G. H. Barker. Wembley, 
k Road: Mr. A. Joy to be manager on retirement of Mr. W. Briggs. Whitehaver: Mr. R 

jyrom, of P to be manager in succession to the late Mr. F. N. 
Union Bank of Scotland—Edinburgh—Princes Siveet: Mr. R. Bryce rningside, 
be mana secession to the late Mr. M. Lawson; South Mor Patrick 

ac n+ nt + } , inager 

Westminster Bank—//ead O 41 Lotht 5: Belo d Mr. E. J. Downie, from Piccadilly, to 
tor of branc! Che fagna: Mr. R xn Milborne Port, t > manager. 
Vest: Mr N. Linsley, from Gunt Park, to be manager. Frodshawe and 
Mr. C. Davies, from Ramsey, to be manag nent of Mr. G. B. Turnock. Hemley- 
T} s: Mr. C. F. Weaver, from Henley-on-Thames, to be manager on retirement of Mr. H.G 
fidh Mr. E. J. Jeffries, from Guildford, to be manager on retirement of Mr. J. T 


Harke Ramsey, Isle of Man: Mr. W. G. Flinn, from Douglas, to be manager. Wandsworth 
Mr. H. E. Harris, from Chislehurst West, to be manager on retirement of Mr. A. B. 
ig. Weymouth: Mr. G. Kidner, from Chew Magna, to be manager on retirement of Mr. 
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Banking Statistics 





National Savings 
(g millions) 





Savings | Savings 
Certi- Defence Savings | Certi- Defence Savings 
ficates Bonds Banks Total | ficates Bonds Banks Total 
(net) (met) (net)* Small (net) (net) (net)* Small 
1946 I 13.2 62.0 120.7 195.9 1943 Oct -2.79- 2.3 9.9 4.9 
II 1.0 95-9 96.2 133.2 Nov 2.2—- 3.2 8.0 3.0 
III - 1.2 13.4 35.6 47.8 Dec -Z.3=— 8.3 = 6.6 — 83.2 
IV 10.8 17.9 11.8 40.5 1949 Jan 37> 6.8 25.7 28.6 
1947 I 39-7 20.4 27.0 87.1 Feb 2.3 0.3 16.0 18.6 
II 40.3 - 3.7 - 19.6 17.0 Mar r..3=- O68 10.5 10.9 
Ill 2.7 - 19.8 +o a8 April [.0 o.1 9.7 10.8 
IV 16.4 - 25.1 17.2 8.5 — - 0.6 - 0.5 2.9 r.8 
S < une... - 1.9 _ -4.0- 5.9 
we |S Poe ee 29 ; 7; July -2.7- 1.2 —9.5 — 13.4 
III — 4.5 — 20.3 6.4 - 18.4 Aug. -5.9- £6 -6:3 > 58 
Voi. i7a- 58 83-47 per ee oe Se 
5s. -1.6- 1.5 ew | 4.6 
1949 I G.a~ 8.4 $2.2 §5.2 Nov. -3.I- 1.7 1.8 — 3.0 
II -1.5- 0.4 8.6 6.7 Dec -4.2- 1.9 12.7 — 18.8 
III “78 = §-2- 3.9 ~ 35.2 1950 Jan. -~0.6- 1.8 17.6 19.2 
IV -6.9- 5§.I1- ..2=— £7.32 Feb 5.9 — 2.6 13.0 7.2 
1990 I .. 5-5 - 9.1 36.6 22.0 Mar 9 a9 6.0 0.4 
* Including Release Benefit Accounts from July, 1945 
Ordinary Revenue and Expenditure 
Year to Ord Ord. By Ord. Ord. 
Mar. 31: Exp Rev Deficit Quarters Exp. Rev. Deficit 
fm fm {m fm £m fm. 
1938 898.1* 872.9 25.5° 1946 IV 861.1 738.6 122.5 
1939 1054.8* 927.3 327.5" 1947 I 1228.9 1261.5 32.6f 
1940 t809.7* 1049.2 760.5* II 619.8 840.1 220.3f 
1941 3867.2 1408.9 2458.3 es ee oars a 
z IV 736.1 761.5 25.4f 
1942 1775-7 2074.1 2701.6 
1943 002 2819.9 2803.3 1948 I 1023.0 1435.8 412.8f 
a rab : II 613.8 794.8 181.of 
1944 5788.4 eS Fis III 751.4 835.7 80. 2f 
1945 6057.8 238.1 2819.7 [V 791.4 802.7 11.3f 
1946 3474.8 3284.5 2190.3 1949 [ 906.2 1577.9 581.7t 
1947 3910.3 3341.2 560.1 II 754.0 756.7 2.8¢ 
1948 3187.1 3844.9 657.8f Iil 833 820.7 12.3 
1949 3152.8 4006.6 853.8t [Vv 823.7 811.0 12.7 
1950 3350.6 3924.0 567. 4f 1959 , 140.0 1530.3 599 .3f 
* Allowing for loan expenditure. f Surplus. 
Floating Debt 
April 16 March 25, March 30 April 8 April 15, 
1949 1950 1950 1950 1950 
Ways and Means Advance £m. £m n fm £m 
Bank of Eneland 19.3 2.3 0.3 
Public Departments 369.6 447-4 407.8 397.1 410.9 
Treasury Bills 
Tender 2210.0 2910.0 Bo J 2910.0 2920.0 
Tp .. 2221.1 as. 5 Tr 7 952.1 1958.0 
Treasury deposit receipts 1107.5 465.0 165.0 465.0 458.5 
5759.2 5715-3 9724-5 5747-3 


5927-4 








THE BANKER 


SS 





Treasury Deposit Receipts 














Raised Redeemed Onutstanding+ 
£m. {m. {m. 
1945 June 30* 269.0 178.0 1468. 
Sept. 30 550.5 452.0 1449.* 
Dec 31 260.0 181.0 I51I.¢ 
1949 March 31 274.5 158.5 1135. 
June 30 298 .o 194.0 1243.5 
Sept. 30 258.0 QII.¢ 
Oct. 29 50.0 183.¢ 778 .« 
Nov 26 185.0 208.5 754-5 
Dec. 31 260.0 42.5 572.4 | 
050 Jan 28 288.5 583.5 
Feb 25 89.0 494-5 | 
March 31 29.5 405 
* Periods ended on last Saturday in each month, except at final month in each quartes 
+ The T.D.R. issue reached its highest level] on September 7, 1945, at £2225 millions. 
1949 Net New 195¢ Net New 
Week ended Raised Redeemed Borrowing Week ended Raised Redeemed Borrowing 
Oct. 15 34.0 34.¢ Jan. 21 — 117.5 117.5 
22 30.0 69.0 39 .¢ ; 28 66.0 66. 
- © 7 | 
2¢ 20 ’ 39 5 10 Ls } A 
s 5 30.0 52.5 22 : 4 35.5 38.5 the 
12 5O.¢ 53.4 a -— 1.0 - I.¢ 
19 75.0 74.0 1.¢ iS 46.5 ~ 40.8 
2¢ 30.0 29.1 Bf 2 3.0 3.4 
Dec. 3 70.0 39.0 ! Mar. 4 T 
I¢ 40.0 I 5 1 _ bala 
4 100.0 2 a 
I TOO 43.5 56.5 « 12.5 ‘a8 the 
24 ) r.§5 28.5 e 15.0% 1<.0* the 
16 10.¢ ° T 
ros pn for 
lan 42 42 .¢ 8 furn 
14 . 63 «¢ ! 5 6.5 6.5 debt 
* Unofficial figure 
After 
P P _—? Fo: 
Britain’s Gold and Dollar Reserves Fo 
(Millions of U.S. dollars : 
Net Pinancec Keserve 
Def 2 — —— sandal it end of ' 
, . * : . ? : la a 
Years am s S. Africar Change Period Ba: 
©uarters ( Gol R.P in cer 
Reser 
1946 8 220 26 
al | 3 27 240 € 2 r 
4 
I P 162 224 
1] $34 7 1¢ 8Q 32 Q2 , 
Lt 6 63 14 1777 From 
T\ 276 24 430 y 155 me. 
an div 
Total, 1948 710 ; 128 326 682 22 185¢ Al 
1949 
I 325 5¢ 1Q32 
II P ( 340 202 165 \ 
II] 5 3 2 284 22 1425 13 
IV 2 246 2 168 at tl 
sicaed of 4 
Total, 194: a 116 5 1196 6% 635 194¢ 
oa 9 bala 
1050 taxa 
I 40 27 —— 2290 + 29% 1984 
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NATIONAL BANK OF EGYPT 


FRADITIONAL EFFICIENCY AND INTEGRITY MAINTAINED 


ADVANCES MORE 


ALY SHAMSY PASHA 


HE fiftieth ordinary general meeting of 
the National Bank of Egypt was held on 
March 28 in Cairo 

Aly Shamsy Pasha (the president) was in 


the chair 


REPORT AND ACCOUNTS 


The Directors present to the shareholders tt 

ance sheet and profit and loss accou: 
the year ended December 31, 1949. 

The gross profit for the year, after providing 
for depreciation on the bank’s buildings and 
furniture, for rebate of discount, for doubtful 
debts and contingencies, amounts to: 


























f 202 .€ 
After deducting from m 
For Directors’ Fees fE. 14,34 
For Current Ex 
penses £E.1,189,527 : 412 £E.1,203,877 : 27 
there rer ns ft §890,7 Y4 
In conform with Article 4 
Bank’s Statutes a dividend « 4 1K 
ent. is payable on the Share Capit rs: 137,00 
After this distribution there remains {E. 472,7 7 
Addir ) this the balance brought 
fc from last vear i} 14,37 747 
the ar 
From this S ( 
mend the | litic 
dividend of Share 
Capital, which absor " 
and to carry forward the t € } 


The total dividend for the yea 
at the rate of 20 per cent. An interin 
of 4 per cent. having been paid on September 1 
1949, there remains to be distributed ths 
balance of 16 per cent., which will be paid less 
taxation in accordance with existing laws 








THAN DOUBLED 


ON DEVALUATIORN 


KALANCE SHEET, DECBABER 3:, 194 
ISSUE DEPARTMENT 


LIABILITIES £E. MM 
174,000,000 000 


Notes issued 


174,000,000 000 





ASSETS £B. MM. 


6,375,873 969 





tian and British Government Treasury 
ills and Securities 





167,624,12 1 
174,000,000 000 
BANKING DEPARTMENT 

LIABILITIES fE MM 

Share capital: 

300,000 fully paid Shares of {10 each 
Statutory Reserve Fund 
Special Reserve 1,462,500 000 
Current, Deposit and other Accounts 88,478,411 093 
I ptian Government 70,090,7 294 
yptian Government ‘* Treasury Bills 
(Law No. 119 of 1948) Special a/c 
idan Government 
Bankers’ Accounts 


925,000 000 
,462,§00 0c 






40,000,000 OOC 
2,629,320 663 
24,049,159 833 




















Cheques and Bills payable .. 208,149 925 
Provision for payment of final dividend at 
the rate of 16 per cent. per annum 468.000 C00 
Profit and Loss Account Balance 19,109 823 
Acceptances, etc. 13,298, 18 ga8 
I 559 
ASSETS fE. MM. 
vernment Securiti and Securities 
guaranteed by the Egyptian Government 149,058,354 382 
Sundry Securities . : 362,112 142 
4 I §,050,092 272 
7,516,980 606 
y other Advances 1,728,004 435 
Discounted 278,041 696 
"A unts $3,154,998 114 


12,860,600 O00 
100,000 000 


and at Short Notice 


£E.7,834,322 : 750 
s & Coin £E.148,544 : 234 


Clients’ Liability for Acceptances, etc., as 


per contra 13,2 











ante t 
7:992,5600 954 
180 928 


245,391,131 
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FP. W. LEITH-ROSS 


Governor. 


M. A. FARGHALY 
M. ALLEMANN 
S. DALE 
O. COULDREY 
Cairo. February 28, 1950. 


Directors 


> Chartered Accountanis. 
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PROFIT AND LOSS ACCOUNT 


Dr. #8. MM. 


14,349 861 
590,527 412 


Directors’ Fees 
rent expenses I,t 
Interim dividend at the rate of 4 per cent. 
per anoum ° os 
vision for payment of final dividend at 
the rate of 16 per cent. per annum 468,000 000 


117,000 000 








lance carried forward 319,109 523 
17,987 096 
Cr, £E MN: 


Gross profit for the year ended December 
31, 1949, after providing for depreciation 
n buildings and furnit for rebate of 
liscount, for doubtful d , and contin- 
gencies 

jalance brought forward from last year 








1,793,007 349 
314,379 747 


3,107,987 096 


FHE PRESIDENT’S ADDRESS 

Addressing the meeting, Aly Shamsy Pasha 
the president, said:—While on the political 
side the international situation still remains 
confused, and in some areas at times very 
disturbing, by contrast world economy seems 
to have arrived at a turning point; the afte 
math of war is passing, the era of great shor- 
tages is coming to its close. For 10 years 
the crucial problems were those of supply; 
to-day it is a question of finding markets. it 
is true that the fundamental lack of balance 
in trade between Europe and the United States 
still persists alo mg with the almost universal 
shortage of dollars, which in certain countries 
$s compensated by the working of the Marshall 
plan. But the effort of reconstruction and pro- 
duction of the past four years in some cases 
has exceeded the most authoritative forecasts 
and it appears that henceforth the views of the 
buyers will make themselves felt whereas up 
to now it has been the sellers who have called 
the tune. It is very largely this state of affairs 
which provoked the devaluation of the pound 
sterling, which in turn led to the devaluation 
»f most other currencies, 


DEVALUATION 
In fact, from the beginning of the year to49 
he disparity n the prices of British 
goods and, indeed, of the sterling area 
or of Europe, compared with those of the 
United States, had been increasing to an extent 
vhich seriously threatened Great Britain’s eco 
nomic structure \ gap of these dimensions 
uuld not be filled by a policy of deflation 
which, moreover, would have met with strong 
sistance on the part of trade union interests 
therefore no option but to devalue, 
and the choice then lay between a free exchange 
and a fixed parity. The first solution would 
have allowed the pound freely to find its real 
parity on the markets, without prejudice to its 
stabilization at a fixed rate later on. However, 
the second solution was adopted, and on Sep- 
-mber 18 last the British Government fixed 


betwee 


those 


There was 


outright the new parity of sterling at £2.80, 
representing a depreciation of 30} per cent. In 
any case, whatever solution had been adopted, 
devaluation on such a scale inevitably entailed 
the readjustment of almost all other currencies 
Practically the whole sterling area, together 
with the Scandinavian group and the Nether- 
lands, devalued in the same proportion ag 
Great Britain. Others, such as Canada and 
France, contented themselves with a deprecia- 
tion ranging between 9 per cent. and 22 per 
cent. 

Experience has taught us that devaluation, 
by itself, is no panacea. It is often an admis- 
sion of accumulated mistakes, an awakening to 
realities which had been concealed by a long 
Series of controls and restrictions. In fact, in 
the position of the British economy two funda- 
mental problems clearly stood out: selling 
prices were too high in terms of dollars or of 
gold, and production was insufficient to meet 
the demands of consumption. The increase in 
production by modernization of equipment 
represented a long-term policy, the benefits of 
which could be realized only after a consider- 
able time. The lowering of selling prices by 
the device of devaluation therefore represented 
the most immediately indicated remedy and 
this course at the same time halted the drain on 
the gold and dollar reserves. But a deflation of 
prices to this extent—and devaluation is a dis- 
guised form of deflation—can attain its objec- 
tive only in so far as internal prices in the 
devalued currency do not rise in the same pro- 
portion. Consequently, one wonders whether 
the measures taken to counteract this tendency 
—or, should we not say, the absence of such 
measures—can be sufficiently far-reaching to 
prevent the spectre of a further inflation 
appearing on the horizoa 


To sum up, to judge whether devaluation of 
the pound sterling will have proved to be only 
a palliative of momentary advantage, or, on 
the other hand, a beneficial operation, contri- 
buting to the expansion of multilaterial trade 
without imperilling the standard of living of 
the British people, we must see whether the 
pound will become freely convertible in the 
not-too-distant future, or whether we shall 
ffening of monetary blocks, 
each with its own particular price structure, 
each isolating itself from the rest of the world 
in order to protect its own financial system by 
the burdensome accumulation of restrictions 


witness a further sti 


DEVALUATION IN EGYPT 


faced with an abrint feva!a- 
-alignment 


Egypt, 
tion of sterling, the simultaneous re 
of her currency, and within the same limits, 
ed the wisest course to follow. To a cer- 
ta xtent one may judge the respective value 
of the two currencies by a comparison of the 
levels of prices. Thus, compared with prices 
in the United States, whose currency nowadays 
is a yard-stick for such purposes, our prices 
appeared to be at least as high as those of 
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Great Britain, and the difference was not far 
off 30 per cent. Consequently, the margin of 
depreciation which was decided on corre- 
sponded to the actual facts. 

The alternative would have been to devalue 
in a different ratio from that of Sterling, but 
it would have involved us in financial and 
other adjustments as complicated as they 
would have been untimely. In these circum- 
stances the fact that the decisions were simul- 
taneous made it possible to stop any tendency 
towards speculation. Egypt’s decision was 
therefore justified, and subsequent develop- 
ments have proved it; our economy has 
guffered no serious shocks. 


Nevertheless, one thing remains certain— 
although devaluation has not modified the face 
value of our sterling assets, it has at least 
reduced their purchasing power to the extent 
by which the depreciation of sterling has 
caused a rise in the prices of the goods which 
we buy with sterling, not to mention the loss 
of- 30 ‘per cent. which we have sustained in 
terms of dollars. It is true that temporarily 
the operation has proved advantageous, as our 
cotton exports since the end of September have 
fetched correspondingly higher prices. But it 
must not be forgotten that cotton, which 
accounts for three-quarters of our exports, is 
an international commodity, and though at 
present the situation is rather favourable this 
may not prove to be the case later on. 


This is the reason why it is so important 
for us to secure that our sterling balances, 
reduced as they have been by the devaluation, 
should be converted into real values to the 
fullest possible extent. The last Anglo- 
Egyptian financial agreement held good until 
December 31 last. The negotiauons for a new 
agreement, which were delayed by the elections 
in England, are still in progress. We shall 
therefore content ourselves with expressing the 
hope that the discussions will soon result in 
an agreement, if only for a limited period, 
based on equity and good faith. 


COTTON 

The main characteristic of the present cotton 
season has been that the old law of supply 
and demand, in spite of the monetary restric- 
tions which distort it, has nevertheless had its 
effect on our crop. This has been particularly 
noticeable in regard to the long staple, where 
the crop of 3,505,000 cantars was nearly 
1 million cantars greater than that of the pre- 
vious year and to all appearances in excess of 
the normal demand. At first sight, the devalu- 
ation should have had a bullish effect on a 
primary product such as Karnak, even though 
the statistical position indicated a surplus. 
However, it was quoted on the zoth of this 
month at 75 tallaris, or 10 tallaris less than 
the price at the end of August, 1949, after 
having reached 1oo tallaris in January, 1949. 
In fact, it rather appears as though devaluation 
has had the effect of checking the fall of Kar- 
tak. The fall would probably have been even 





greater if the yield of long-staple cottons had 
not been reduced by about 30 to 35 per cent. 
owing to the cold weather and attacks of the 
cotton worm. On the other hand, the produc- 
tion of short and medium staple amounted to 
only 4,542,000 cantars as against 6,180,000 
cantars in the previous season. Thus, Ash- 
mouni is quoted at 76 tallaris compared with 
only 52 tallaris last August, a rise of about 
46 per cent. That this increase is greater than 
the measure of the monetary devaluation of 
September is explained by the reduced size of 
the crop. From the foregoing it will be seen 
that the Government took a judicious decision 
in restricting by 200,000 feddans the acreage 
of long-staple cotton for the coming season. 


On the financial side, notwithstanding the 
unfavourable conditions imposed by Nature 
last summer, it has been a very satisfactory 
season for the majority of the cultivators, and 
if prices stay more or less at the present levels 
the crop should fetch something in the neigh- 
bourhood of 100 million to 120 million pounds 

The high prices of cotton have naturally pro- 
duced an increased demand for credit which 
accounts for the fact that the total of the 
advances made by the Clearing Banks rose 
from {E.45 million on August 31 last to 
£E.102 million on December 31. Our own 
advances are more than double those of last 
year. At the end of December, 1949, they 
amounted to {E.16 million, including £E.8 
million advanced to other banks. However, 
this pressure on the liquid resources of the 
banks led them to raise the rate of interest on 
advances against cotton from 34 to 4 per cent 
as from January 16. 

As regards the coming season, so far as can 
be foreseen, it may be said that the prospects 
are favourable in spite of the weakness of 
prices towards the end of February and the 
bearish effect on the future market of the 
recent decision to double the cotton export tax 
from September 1 next. Exports up to the 
end of February exceeded the figure for the 
corresponding period of last year by about 
600,000 cantars and stocks have fallen by 
about 20 per cent. Although world production 
exceeds consumption, with an improvement in 
our statistical position and a more evenly pro- 
portioned supply of long and short staple, the 
sale of our next crop at remunerative prices 
seems assured, particularly when account is 
taken of the shortage of hard currencies which 
severely restricts the choice of other countries, 
and obliges them to avail themselves of cotton 
which can be paid for in sterling. The only 
factor which still weighs on our local market, 
although its importance has diminished during 
the course of last year, is the stock of Karnak 
held by the Government. Finally, another dis- 
turbing and regrettable element is the method 
adopted by some countries, who are large con- 
sumers of cotton, in order to obtain their sup- 
plies. This has been to undertake huge spot 
purchases at irregular intervals through 
Government organizations, thus causing wide 
fluctuations in prices instead of allowing the 
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erchant, as be did before the war, to eftect 
Lis purchases direct in the light of his periodical 


squirements, which used to ensure greatet 
stability in the market 
COMMERC! 
some difficulties im disposing of stocks, 


accompanied by a general feeling of uneasiness 
yrovoked talk of a business crisis last year, 

it the trouble was really the inevitable result 
1 circumstances 


2 readjustment 
ness revived the 


fhe expansion of ove 
of risk which merchants had been 





secling 


ed to forget. Some slackening of trade 














cline 
yubtedly experienced and the fact that 
tal amount of dividends paid in 1949 by 
npanies whose profits are made in Egypt 
leclined by more than 20 per cent. compared 
W the previous year is alone a Significant 
lication. But its importance should not t 
iggerated, for already the situation is calme 
snd signs of improvement are appearing except 
tain sections of indust 
INDUSTRY 
industry, in fact, continues to be at grips with 
ne difficulties to which I have often alluded 


»-day they seem to have worsened. On 





he technical side there are difficulties in 
ynnexion with industrial equipment, the 
the high cost of 








ficiency of specialist st 
rtain raw materials, and the low output of 


nan-power. On the commercial side there is 
he steadily increasing foreign competition 


vyhich tariff protection alone cannot overcome 
nless there is a parallel effort to lower local 


yxroduction costs, a task rendered no easier by 
he increase in the cost of living allowance 
‘inally, there are vexatious problems of a fiscal 
ind administrative mature against which 
rivate enterprise can make little headway 

We shall go on repeating that our industry 
resents a series of problems whose complexity 
iemands a frank exchange of views between 
the public authorities and the representatives 
f industry in order that undertakings with 
sound foundations may be given a chance to 
survive 


OREIGN TRADE AND THE BALANCE 
OF PAYMENTS 


t I few changes to comment upon 
figures of our foreign trade during the 





mast vear. It is true that taking ths customs 
statistics the deficit in visible trade has 
ucreased. These statistics show imports at 
ubout /E.178 million as against /E.173 


nillion in 1948, and e mports, poet. transit 
rade, at about £E.138 milliot ympared with 


r 1? - > 7 “hep - 
E.143 million he previous veal Che deficit 
hus amounts to some K.40 million, or 


4E.ro million more than for 1948. it must be 
stressed, however, that the figures of receipts 
and payments relating to foreign trade recorded 

he Exchange Control ¥ a considerably 


smaller deficit 





On the other hand, the direction of our 
foreign trade has appreciably altered from the 
monetary point of view. There is an increase 
of £E.7 million, to a total of £E.67 million, in 
imports from the sterling area, aithough the 
share of Great Britain in the latter figure was 
only £E.38 million whereas the financial agree- 
ment provided for a target of £E.47 million 
On the other hand, there is a reduction of 
£E.7 million in imports from the transferable 
sterling area. Supplies from the United States 
amount to {E.144 million, or £E.2 million 
more than in 1948, while those from Canada 
remain at about £E.6 million. The return of 
Japan to our market should be noted, imports 
trom that country amounting to about /E.2} 
nillion as against half a million in the pre- 
vious year 

As regards our exports, there is a remark- 
able increase in exports to India, who thus 
becomes our best customer with about {E.30 
million compared with £E.22 million in 1948 
Our exports to Germany have also increased— 
£E.5$ million as against {E.2 million the 
previous year. On the other hand, our exports 
to Great Britain are a good deal lower, £E.23} 
nillion compared with £E.41 million in 1948, 
while there is a marked reduction in e xports to 
france, the figure being £E.1o million as 
against {E.14 million the previous year. 

Our sales of cotton abroad total 358,000 
tons valued at about £E.106 million, while 
in 1948 they amounted to 345,000 tons valued 
at £E.113 million 





Our balance of payments is gradually im 
proving and it is probable that, when final 
figures are available, it will prove to be favour- 
able, or at any rate there will be no deficit, 
whereas in the previous year we had a deficit 
of about {E.12 million. Our position in foreign 
currency has improved through a reduction 
in our holdings of sterling of some {E.22 
million and an increase of f{E.19 million in 
other currencies, of which £E.16 million are 
in hard currencies. Our external liabilities in 
Egyptian pounds have been reduced during 
the year by about ro million 

This satisfactory position is the result of the 
policy adopted by the Government, particu- 
larly in regard to direct sales of cotton and rice 
against hard currency. Let us hope that this 
policy can be maintained and that it will lead 
towards the gradual replacement of our 
holdings of blocked sterling by convertible 
currenci¢ 


THE COST OF LIVING 


[he problem of the cost of living rightly 
engages the attention of the authorities. If 
one takes the official statistics, one finds that 
from December, 1048, December, 1949, the 
cost of living index has undergone virtually no 
hange, the figures being 282.3 and 281.5 
respectively. The same applies to wholesale 
prices, which show a fall of about two points, 
from 324.3 to 322 Moreover, a comparison 
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{ present prices with those prevailing four 
years ago shows that there is a reduction of 
about 12 points. That during this period there 
has been a certain stabilization of prices 
appears undeniable, but our economy has not 
adapted itself to this situation without hard- 
ships for a large part of the population. In 
fact, one may wonder whether the official 
indices, which are based on the prices fixed by 
ment, really reflect the rise in the 
1g which everyone has experienced 


during the past year 






the Gov 





What is more serious is that after the down 
ward movement of last summer, prices began 
to rise again after the devaluation and it is tu 


de 
be feared that this dency still persists 


en 


The public officials, or at least the vast 
+; 


majority of them, were the first to suffer 
Justifiably concerned, the Government recently 
sed an increase in the high cost of living 
> for all its officials and extended this 


salar} Gcial nc ‘ re 
Saiariecda ficials and Vape 








alowant 


1 





nave the ei 


ipward movement of prices unless the 


ing tie 


additional purchasing power thus put into cir 





ulation is offset by compression of budgetary 
expenditure of a non-productive natu not 
merely the compression of estimates but of 


actual expenditure. Without this we shall be 
drawn into the vicious circle of mounting wages 
and rising prices 

Our objective must therefore be to stem this 
nsing current and to reach an effective stabili 
zation rather than to hold out rosy prospects 
of a substantial fall in the cost of living, which 
is hardly attainable without a drastic deflation 
ff currency and credit, the consequences of 
which would moreover produce a crisis no 
less painful 

Whatever action is taken, the problem always 
~ils down to the shortcomings of our pro- 
ductivity. So long as our production does 
not expand and a greater part of the national 
income is not used to improve the lot of the 
working classes who contribute to its expan- 
sion, we shall not attain the desired object 
a real improvement in the standard yf living 


f the people 


FOREIGN CAPITAI 


An influx of foreign capital which vould 
assist the economic development of the country 
should be gladly welcomed and indeed attracted 
by gradually and prudently relaxing the 
restrictions of various kinds which hitherto 
have discouraged it from coming here. Coun- 
tries as jealous of their independence as we 
are of ours have not hesitated recently to 
pen their doors to investments of foreign 
origin in order to solve some of their domestic 
problems. The question deserves to be studied, 
since to finance an extensive development pro- 
gramme of agricultural and industrial pro- 
inction it is not very likely that local savings, 


which are of meagre proportions, can be relied 
upon, if only because for many years these 
Savings will in the main be devoted to an 
increase in the consumption of an _ ever- 
increasing population. For this reason, the 
development of our economy, with its immense 
possibilities, largely depends on the encourage 
ment which can be given, on a national scale, 
to individual enterprise, hard work, and initia- 
tive in an atmosphere of confidence which 

ould induce the capitalist to give up his 


present attitude of caution 


THE BUDGE) 

Uu } ublic estituated at 
£4£.196 million in the draft 1950-51 Budget, 
while receipts are put at £E 171% million, thus 
leaving a deficit of E.244 million to be drawn 


from the reserve. 


expenditure is 


Compared with the last pre-war Budget, the 
totals of receipts and of expenditure are about 
tour and a half times larger, which is not exces- 
Sive considering the degree of inflation which 
has been imposed on our economy for the 
past 10 years. What is disquieting is that in 
the meantime the general form of our Budget 
has remained unchanged, displaying rigid, if 
not inequitable, principles in the selection of 
taxable resources, and a somewhat illogical dis- 
tribution of expenditure. Thus, let us once 
more point out that amongst the receipts for 
1950-51 the land tax is estimated at £E.6 mil- 
lion whereas in the 1939-40 Budget it amounted 
to £E.5,300,000. Considering the increase in 
incomes derived from agriculture, and without 
on this score advocating drastic taxation, one 
may wonder whether the cotton export tax 
and the incidence of the progressive income-tax 
are sufficient to compensate the fiscal inequality 
which is revealed by the amount of other items 
of taxation. In fact, the receipts from the taxes 
on buildings and income, stamp duty, and 
exceptional profits (including arrears to be col- 
lected) figure at £E.24 million, while Customs 
dues amount to /E.80 million, or the consider- 
able proportion of 47 per cent. of the total. 





As regards expenditure, the total of salaries, 
including the increased cost of living allow- 
ance, is estimated at {E.57 millions as against 
fE.14 million in 1939-40—a fourfold increase. 
Military expenditure is shown as over £E.45 
million, which is 74 times greater than the 
figure of £E.6$ million for the year 1939-40 
Education is estimated at {E.23 million com- 
pared with {E.44 million before the war—five 
times greater. What is less rational is that in 
a programme of new works amounting to 
£E.55 million there is inadequate provision 
for pr \ductive works, which are becoming daily 





more and more urgently needed 

The period of budget surpluses appears to 
be over. Last year the deficit was covered by 
the issue of loans while this year it is to be met 
by drawing on the reserve. At the end of the 
financial year the actual deficit may prove to 
be less than expected, but nevertheless the state 
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finances would benetit in the future if taxation 
were distributed more equitably over the 
various sections of the country’s economy and 
if a greater proportion of expenditure were 
devoted to productive purposes 


THE NOTE ISSUE 

The graph of the Note Issue gives its usual 
picture. From {E.164 million on December 31, 
1948, the Issue fell to £E.146 million at the end 
of August, and rose again to {E.174 million on 
December 31, 1949, which is the highest figure 
ever recorded. The Issue has since fallen to 
£E.171 million on the zoth of this mont! 


Three main factors have concurrently 
caused the increase in the Issue—the higher 
prices of short-staple cotton, the increase 
which this rise has produced in the volume of 
the advances granted by the banks, and finally 
the devaluation. The combined influence of 
these three factors has led to a greater demand 
for banknotes, but with the end of the cotton 
season the seasonal contraction of the Issue 
will gradually come into operation 


On December 31, 1949, besides the gold 
valued at the same figure as the previous year, 
namely, {E.6,375,874, we held in the cover of 
the Note Issue {£E.46,200,251 in Egyptian 
securities and {E.121,333,875 in British securi- 
ties. The proportion of Egyptian securities 
in the cover, which include /E.35,603,000 
Treasury Bills (Law No. 119 of 1948), was 
nearly 27 per cent. against 22 per cent. on 
December 31, 1948. 

You will have seen that the Government 
recently announced the purchase of $25 million 
of gold bullion and $22 million United States 
Treasury Bills with a view to the strengthening 
of our currency reserves. As you know, apart 
from the £E.6,375,874 of gold (valued in our 
balance-sheet at the 1914 parity), our cover 
has consisted entirely of British and Egyptian 
Government securities. So long as sterling 
was freely convertible, sterling securities were 
an appropriate holding, as they could always 
be liquidated to meet external liabilities. But 
after the blocking of most of our sterling 
assets and the increasing restrictions placed 
on the convertibility of any sterling released, 
it became clearly advisable to augment our 
holdings of gold and convertible currencies 
as and when possible. During the past year 
Egypt has been able to accumulate a substan- 
tial reserve of dollars, mainly through the sales 
of cotton and rice against hard currencies and 
by restricting the dollar disbursements. The 
Government early in February requested us 
to purchase gold and Treasury Bills in the 
United States with these dollars, after setting 
aside the working balance required to meet 
outstanding dollar commitments. These re- 
serves are deposited with the Federal Reserve 
Bank in New York and will be augmented if 


circumstances permit. It may be hoped that 


they will eventually be transferred to the note 
cover, but this will require an amendment of 





our statutes, which in their present form 
require the note cover to be deposited either 
in Cairo or in London. 


THE SUDAN 


In the Sudan, the 1949 agricultural season 
would have been extremely good if the grain 
crops had not been poor. Subject to this quali- 
fication, the results indicate on the whole a 
particularly prosperous year, mainly due to the 
high cotton prices which prevailed early in the 
season. The best evidence of this is provided 
by the figures of foreign trade and of budget 
receipts. 

Exports are up by £E.3} million and amount 
to {E.274 million, of which cotton accounts for 
£E.21 million. Imports amount to nearly {E.24 
million, leaving a favourable balance of trade 
of about {E.3} million. It is estimated that the 
balance of payments will be even more favour- 
able. 


Budget receipts for 1949 have exceeded the 
estimates and will reach more than /E.18 
million. Expenditure amounts to {E.11} 
million, leaving a surplus of £E.7 million, of 
which it is likely that {E.5 million will be appro- 
priated to the country’s economic development 
Programme which is set at {E.13 million. Of 
the remainder, {E.14 million will be utilized for 
the creation of a revenue equalization account 
while half a million will be passed to the 
reserve. The public finances are therefore in 
a far stronger position than at the beginning 
of the financial year. 

It is worth pointing out the part played by 
agriculture in the budgetary receipts. In fact, 
more than 40 per cent. of the State revenue is 
derived from cotton, and with a view to a more 
equitable distribution of taxation amongst the 
various sections of the population, the coming 
year’s budget provides for higher taxation of 
the trader whose profits do not exceed £E.2,500 
per annum, who has hitherto been too lightly 
taxed. To sum up, for three successive years 
the Sudan has enjoyed a very favourable eco- 
nomic situation owing to sales of cotton at 
remunerative prices, but as a result there has 
naturally been a general upward tendency in 
internal prices. 


THE BALANCE-SHEET 


The total of the balance-sheet which we 
present to you to-day is £E.245,391,131, show- 
ing a reduction of about £E.3 million compared 
with the total at 31st December, 1948. How- 
ever, there have been considerable changes in 
the various accounts, as follows:— 

On the liabilities side, the ordinary account 
of the Egyptian Government shows an increase 
of about f£E.26 million, reflecting the issue 
in 1949 of the two Palestine Loans for a total 
of {E.30 million, whilst against this the balance 
of {E.6 million of the 2} per cent. Cotton Loan 
was redeemed in the same year. 
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The Treasury Bills Special Account of the 
Government, which we mentioned last year, 
has risen by f£E.5 million, making a total 
of {E.40 million, owing to the larger note 
circulation 

Our deposits from the public are down by 
{E.12 million, mainly on account of subscrip- 
tions to the Palestine Loans and also to the 
utilization of funds by our customers for their 
business. 

The accounts of bankers in Egypt register 
a sharp fall of £{E.19 million, due to increased 
demands for credit from their customers for 
the financing of the cotton crop and other 
commercial transactions. Further reference is 
made to this point in the comments on our 
advances. 

Acceptances, etc., show a reduction of 
fE.4 million, mainly due to certain large 
credits having run off. 


On the assets side, Government securities 
are {E.27 million less, mostly in our port- 
folio held in London. This is compensated 
by the increase in our advances and in the 
balances held with our foreign correspondents. 


Our total advances are up by £E.g million. 
Advances on merchandise, for the greater part 
made to the cotton exporters in Alexandria, 
are {E.4 million higher. Advances on securities 
show a considerable increase of £E.5} million, 
almost entirely due to the accommodation 
granted to local banks, against sterling securi- 
ties deposited in London, to enable them to 
finance the cotton crop. 

Foreign bankers’ accounts show an increase 
of $E.22 million, indicating larger holdings 
of foreign currency on behalf of the Egyptian 
Exchange Control. The purchases at the 
request of the Ministry of Finance of gold 
and American Treasury Bills, already men- 
tioned, were made out of these balances. 


It will be seen that the figure for buildings 
remains unchanged at {E.100,000. The altera- 
tions to our main Kasr El Nil office are almost 
finished; at Khartoum we hope to move into 
our new premises next month, while the new 
building for our agency at Mehalla Kebir was 
taken over last October. The whole of the 
expenditure on these buildings has been written 
off. 


Our profit and loss account shows earnings 
at {E.1,793,607, as against £E.1,740,348 for 
the previous year. On the other hand, our 
expenses amount to £E.1,203,877, as against 
{E.1,169,323 in 1948. 


_ The increase in expenses of £E.34,554 is 
due in part to the normal increases in salaries 
and allowances but also to the expenditure in- 
curred on repairing and renovating all our 
Premises in Egypt and the Sudan, which is 
included in our General Expenses. As you are 
aware, such costs are nearly four times greater 
than in 1938. We hope, however, that the 
figure under this heading will be substantially 
less next year. I can assure the shareholders 


that we exercise the closest scrutiny over our 
General Expenses in order to prevent extrava- 
gance. 


The net profits amount to /£E.589,730, 
against £E.571,024 for 1948, which enables us 
to propose a dividend 1 per cent. greater 
than the previous year—i.e. 20 per cent. per 
share. This will absorb £E.585,000 and leave 
about £E.5,000 to be added to the carry- 
forward. 


We consider that the results justify this in- 
crease and we would not have proposed it if 
we did not think that it could be maintained. 
But shareholders should not interpret this 
decision as an indication that our policy is to 
increase the dividend regularly. We have been 
criticized in the past for the conservative policy 
which we have adopted in the distribution of 
our profits and especially in the allocations 
which we have made to our inner reserves, but 
our prudence in this matter has been justified 
by events. You are no doubt aware that there 
has been a marked fall during the year 1949 
in the price of gilt-edged securities on the 
London Stock Exchange. Due to the policy of 
accumulating reserves to meet such a contin- 
gency, we have been able to distribute 20 per 
cent. this year in spite of the fall in the market 
quotation of some holdings in our portfolio. 
You may rest assured that the margin between 
the figure at which the securities are shown in 
the balance-sheet and their market value is 
still substantial and fully sufficient, so far as 
can be foreseen, to meet any market fluctua- 
tions which the future may have in store. 


CONVERSION OF OUR SHARES INTO 
NOMINATIVE FORM 


Up to March 15, 1950, out of the 300,000 
shares representing our capital, 280,254 shares 
have been converted into nominative form. 
This figure is very satisfactory, taking into 
account the large number of our shareholders 
who reside abroad. In this connexion, you 
will be interested to learn that 57 per cent. 
of our converted shares are held by residents 
of Egypt, while 33 per cent. of the converted 
shares belong to Egyptians. 


THE BANK 


I mentioned here two years ago that if the 
Government were to approach us with the 
object of legally conferring on our bank the 
functions of a central bank, we should be 
found prepared to contemplate arranging for 
measures more suitable to present conditions 
as regards the monetary circulation, the bank- 
ing system, and credit in general, recognizing 
that these are matters in which the supreme 
guiding principles are the concern of the State. 
I added that at all events your board remained 
fully conscious of the responsibilities it bears 
towards the shareholders, without losing sight 
of the general interests of the country. 











Since that date our attitude has undergone 
no change, and we have to inform you to-day 
that the Government has invited us to enter 
into negotiations with a view to converting 
the bank into a central bank. The discussions 
began on February 23 last, and if they result 
in a draft agreement reconciling the various 
interests involved, we shall not fail to call you 
to an Extraordinary General Meeting in order 
to submit the matter for your examination 
and eventual approval. 


THE BOARD 

Last year your board lost one of its most 
distinguished directors, Hassan Sadek Pasha, 
whose premature death leaves a great gap in 
our midst. Gifted with sound common sense 
and a wide experience of the various economic 
activities of the country, his character and 
charm endeared him to all his colleagues. 

His Excellency Hussein Sirry Pasha was 
obliged to tender his resignation last summer, 
when he was called upon to assume the high 
functions of President of the Council of 
Ministers. We all very much regret his absence 
from our meetings, where he displayed his 
capacity for clear thinking and his sound 
judgment. 

Sir John Davidson, one of the two directors 
residing in London, who had been a member 
of our board since 1925, had for some time 
been anxious to resign for health reasons. On 
the resignation of Sirry Pasha, we accepted that 
of Sir John Davidson, thus maintaining a 
majority of Egyptians on the board, and we 
wish to express here our sincere appreciation 
of his 25 years of fruitful collaboration with us. 

You will have learnt of the death of our 
former Governor, Sir Frederick Rowlatt, 
whose connexions with the bank dated from 
the very year of its foundation. We shall 
remember him as a colleague whose wise 
counsel was particularly valuable to us. 

Mr. G. M. Allemann, Mohammed Ahmed 
Farghaly Pasha, Taher El Lozy Bey, Sadik 
Henein Pasha, and Yussouf Zulficar Pasha 
retire by rotation and offer themselves for 
re-election. 

One of our most senior officials, His Excel- 
lency Dr. Mohammed Zaki Abdel-Motaal, who 
carried out the duties of Secretary-General of 
the bank with the utmost competence, has been 
called by the Head of the Government to take 
over the portfolio of the Ministry of Finance 
in the new Cabinet. We can but regret his 
departure, at the same time congratulating him 
on his appointment and wishing him every 
possible success in the fulfilment of his task. ~ 


THE STAFF 
In conclusion, I should like to pay a tribute 
to the staff, who have continued to maintain 
their traditional efficiency, conscientiousness, 
and integrity, on which the successful function- 
ing of our bank depends. 
The report and accounts were adopted. 
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BANK OF ATHENS 





GREATER EARNINGS 
HIGHER DIVIDEND 


N his speech at the annual general meeting 
[<: the shareholders of the Bank of Athens, 

held on March 18, the chairman, Mr. Costi J. 
Eliasco, stated that an atmosphere of uneasi- 
ness still prevailed throughout the world, im- 
peding the return to normal peaceful conditions, 
and reflecting on the beneficial results achieved 
by the Marshall Plan. 


The devaluation of the currencies of many 
countries, together with the cold war and the 
hostilities in the Far East, have created new 
political and economic problems. 

We owe it to ourselves, he said, to express 
the unanimous gratitude of the nation to our 
great Allies and friends, particularly the 
United States, through whose generous aid the 
valiant Greek army was enabled to inflict a 
crushing defeat upon the communist forces. 

The re-adjustment of the rate of exchange 
of the U.S. dollar will, it is expected, have a 
favourable effect on the inflow of dollar 
exchange, which previously was lost on account 
of the low official rate offered. Unfortunately 
the high cost of production remains a serious 
obstacle to exports. 

The balance sheet submitted to the meeting 
totalled Dr. 640.264.681.175 as compared with 
Dr. 457.717.111.092 for the year 1948. Deposits 
in drachmae as compared with the previous 
year have shown an increase of 106 per cent. 
If this important increase of deposits through- 
out the country permits the inference of a 
gradual restoration of confidence in the national 
currency, it is to be hoped that the new Govern- 
ment will take measures to encourage this 
return of confidence, by abandoning all anti- 
economic measures, such as the retroactivity 
of taxes, and others that, as experience has 
proved, are more harmful than advantageous. 


Net profits for the year amounted to 
Dr. 5.021.455.787, which permits the distribu- 
tion of a dividend of Dr. 2.400 net per share as 
against Dr. 1.250 for the preceding year. 


During the year under review, he added, 
our branches in Egypt have made satisfactory 
progress, whilst our Affiliate in New York has 
shown results slightly less than those of the 
previous year, due to the low rate of income 
obtained from investments in the United 
States. Our Affiliate in South Africa continues 
to make good progress, and we look forward 
with confidence to an improvement of the 
general conditions in Greece during the current 
year. 
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BANK OF SCOTLAND 


SATISFACTORY RESULTS 


LORD ELPHINSTONE’S SPEECH 


prietors of the Bank of Scotland was held 

within the head office, Edinburgh, on 
April 4. The Right Hon. Lord Elphinstone; 
K.T., Governor of the Bank, presided. 


Tee annual general meeting of the Pro- 


In submitting the directors’ report, the 
Chairman said: 


Once again we have to record a year in 
which we have been beset by doubts and diffi- 
culties engendered by the unsettled outlook in 
world affairs generally and by recurring crises 
in the economic affairs of this country. It is 
indeed disappointing that the improvement in 
the financial position of the nation to which 
I referred here last year was not maintained; 
that, instead, it was succeeded by a deteriora- 
tion which was intensified during the summer 
months until—to arrest the adverse movement 
in our external balance of payments—it became 
necessary to resort to the expedient of lowering 
the value of sterling. 


Devaluation, although inevitable in the 
straitened circumstances to which the course 
of events had led us, nevertheless came as a 
disagreeable shock to all thinking people. That 
we had to declare our shortcomings before the 
world in such signal fashion was a sore dis- 
appointment. The dollar shortage, however, 
is not a problem peculiar to ourselves. It is 
one with world-wide implications, a problem 
that, whichever way we regard it, is bound to 
cloud international trading conditions for 
years to come. 


While there is some encouragement in the 
fact that the dollar gap narrowed a little during 
the last quarter of the year, devaluation can 
be no more than an ephemeral expedient unless 
constructive measures are adopted to counter 
the disadvantages attendant upon having 
lowered the external value of the currency. 
This is a truth which has been stated repeatedly 
in responsible financial circles and it needs no 
emphasis here. It may be well, however, to 
Stress the inflationary trend that is inherent 
in the mere act of devaluation. Already the 
effects are noticeable in the gradual rise in 
prices which has taken place within recent 
months and this does not make for easy 
optimism. 


_It is unfortunate that as yet there has been 
little indication that the general public are fully 
alive to the difficulties which confront us. This 
may be due to the fact that the people have 
been screened from the reality by Marshall 
aid and by other protective influences. Thus 
it is that the complacency of which I made 


mention last year at this time is regrettably 
still much in evidence. More than ever to-day 
it is desirable that there should be drastic 
curtailment in unproductive Government ex- 
penditure so that, through the easement of 
taxation which this would make possible, there 
might be real inducement to save and a re- 
birth of incentive to enterprise; for these 
factors are essential to increased production. 
It must be the constant endeavour of every 
one of us so to exert ourselves that our country 
may regain the position of universal respect 
that honest hard work and integrity won for 
us in the past. 


THE YEAR IN SCOTLAND 


Although naturally affected by the serious- 
ness of the general situation, Scottish industry 
throughout the year has shown a degree of 
resiliency that gives promise for the future. 
We may indeed take pride in the efforts that 
have been made by Scottish men and women 
engaged in the production and export drive. 
Clear evidence of the excellent results achieved 
was shown by the exhibition staged in Glasgow 
last September. We welcome the success that 
attended this enterprise and its promoters are 
to be congratulated on their foresight. The 
exhibition demonstrated to the world not only 
that Scottish craftsmanship remains second to 
none, but also the wide diversity of products 
which can be turned out by Scottish manu- 
facturers. At the same time it provided ample 
testimony to the possibilities of the light 
industries established in our midst. 


Taken all over, the outlook for Scottish 
industry, given opportunity, is encouraging, 
and the bank is glad to be associated with the 
progress that is being made. 


BALANCE-SHEET AND LIQUID ASSETS 


Our liquid resources as shown in the balance 
sheet, including cash, balances with other 
banks, cheques in course of collection, together 
with money at call and short notice and bills 
discounted (including {2,000,000 .of Treasury 
bills), amounted to £33,029,000, or 29.8 per 
cent. of our total liabilities to the public. When 
Treasury deposit receipts and investments, 
which are almost wholly made up of British 
Government stocks, are included with our 
liquid resources the total equals 85.8 per cent. 
of our public liabilities. The value of the 
investments at February 28 last was greater 
than the amount at which they are shown in 
the balance-sheet. 


The satisfactory results achieved are, as 
always, largely due to the loyal and efficient 
work which continues to be done by the execu- 
tives, managers and staff and I take this 
opportunity to express on behalf of the Court 
of Directors our sincere appreciation of their 
services. 


The report and balance-sheet as submitted 
was adopted, and a final dividend at the rate 
of 6 per cent., subject to deduction of income- 
tax, making 12 per cent. for the year, was 
approved. 
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THE EMPLOYERS’ 
ASSURANCE 


RECORD UNDI SRW RITING PROFIT 
LORD COURTAULD-THOMSON’S 
REVIEW 


HE sixty-ninth ordinary general meeting 
of The Employers’ Liability Assurance 
Corporation, Limited, will be held on 


May 17 in London. 

The following is an extract from the state- 
ment by the chairman, The Right Hon. Lord 
Courtauld-Thomson, K.B.E., C.B., circulated 
with the report and accounts for the year to 
December 31, 1949: 
dealing specificially with the results 
I wish to refer to our treatment of 
business in foreign currencies. As you know, 
the revaluation of sterling took place on 
September 19, but we considered it best to 
continue to use throughout the year 1949 the 
exchange rates ruling prior to the revaluation 
for the conversion of all foreign currency items. 
In order, however, to reflect the true position 
of the Corporation as at De ember 31, 1949, 
all foreign currency items, other than our fixed 
assets, have been revalued in the balance- 
sheet at the rates of exchange ruling at that 
date 


Before 
of 1949 


RESULTS SUMMARISED 


To summarise the results of the year, the 
combined premiums of our group were 
£15,099,883, a decrease of £336,714 from those 
of 1948. The Corporation’s results for 1949 
are notable in that the underwriting profit of 
£1,014,956, representing 7.8 per cent. of the 
premiums, is the largest in its history. It is 
particularly satisfactory that not only does 
this underwriting profit constitute a record 
but that all the main fields in which we operate 
throughout the world have contributed to this 
result. 

Our total trading profit was £1,212,769. We 
have provided for United Kingdom taxation 
no less than {754,604. The net profit was, 
therefore, £458,165. We have appropriated 
£250,000 to General Reserve, raising it to 
£3,000,000. If the recommendation of the 
directors that dividend should be paid at the 
same rate as previously is approved, the carry 
forward will be raised by £60,028 on the year 


to £564,549. 
Our Fire 
nearly 12 per cent. 


premiums again expanded by 
and we realised a profit 
ratio of 7.1 per cent. The premiums in 
our Accident and General Account were 
{11,847,360. In the United States, where we 
wrote just over £3,000,000 of Workmen’s Com- 
pensation business, the results were again pro- 
fitable. Our Motor premiums throughout the 
world in 1949 were £4,791,035, compared with 
£4,549,825 in 1948. The results at home were 
unsatisfactory, for conditions remained difficult 


and unprofitable. In the United States our 
Motor premiums increased slightly. Last year 
I anticipated better results in 1949, and this 
turned out to be the case. 

The total of our premiums in other classes 
of Casualty business—Liability, Accident, 
3urglary, Plate Glass, Fidelity and Surety— 
was £3,725,515, compared with £3,771,921 in 
1948. These classes continued to provide a 
good proportion of our total profit. 

The Clerical, Medical and General Life 
\ssurance Society has again had a good year, 
its new business, at £4,456,658, being only a 
little short of the record figures of 1948. ~ 

The results of our marine subsidiary, The 
Merchants’ Marine Insurance Company, Ltd., 
continue to be satisfactory. The net Marine 
premiums amounted to £558,581 and the 
Marine Fund, at the end of the year, amounted 
to £824,588, or 147.6 per cent. of the Premium 
Income. 

Our total investments at {24,035,444 taken 
at market values show appreciation over book 
values. 


THE OUTLOOK 


A year ago, in my review of economic condi- 
tions in the United States as they may affect 
our business, I expressed a cautious view 
because of the business recession then develop- 
ing. This duly continued, but was soon 
checked, and in the latter part of 1949 and 


the beginning of 1950 a considerable general 
recovery was made, hindered only by the wide- 


spread strikes, particularly in the coal industry 
The recession, as was thought likely to be the 
case, proved temporary and probably healthy, 
Reports from the other side of the Atlantic 
are now encouraging. Industrial production 
has been continuously rising and is above what 
it was a year ago, although below the highest 
figure reached in the autumn of 1948. 

Factory payrolls, a figure which naturally 
affects our large workmen’s compensation 
business, were lower in 1949 than in 1948, 
although the total civilian labour force em- 
ployed was 58,500,000 at the end of 1949, only 
2 per cent. below that at the end of the previous 
year. It appears that a reduced amount of 
overtime explains the difference between the 
continued high level of industrial activity and 
the slight change in employment on the one 
hand, and the lower level of payrolls and the 
drop in our own premiums on the other. 
Nevertheless, unemployment rose from 
approximately 2,000,000 in December, 1948, 
to 3,500,000 in December, 1949, a figure which 
has since risen by about another 500,000. There 
undoubtedly seems to be a feeling of confidence 
in business circles in the United States, and it 
is thought there that the present period of 
activity of business should continue. 

Here at home, the economic picture is 
already well known to you, but the problems 
of business are of other kinds. We must hope 
that all branches of British Insurance may be 
enabled to progress without disturbing in- 
fluences from outside. 











